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Without the patient labour and unselB>h devotion 
of a small band of unpaid workers there could 
never have been a Co-operative Movement in the 
Central Provinces and Berar. The gift of this 
book to the Movement is a small token of the 
writer’s deep respect and admiration for the work 
of the unpaid Co-operator. 



PREFACE. 

To understand the meaning and importance of the Co-operative 
Movement in India, requires a knowledge of certain historical 
facts and some acquaintance with co-operative achievement 
in other countries. That is the reason for Parts I and II of 
this book. 

In compiling a volume of reference it is legitimate to follow 
the example of Moliere and to take what is good from where 
it is to be found. Accordingly, it is not so much in the character 
of an author as in that of an amanuensis that I tender my 
apologies to Messrs. Cahill, Fay, Hewins, Wolff, Dicksee, 
and Conant for my borrowings from their standard works. 
I have also made much use of the admirable Bulletins issued 
by the International Institute of Agriculture in Rome, of the 
writings of Nicholson and Hclyoake, and of the articles by 
that exceedingly well-informed expert " Home Counties,” 
published in The World's Work. 

It must be understood that nothing contained in this book 
is, in any sense, a declaration of Government policy. Such 
declarations are contained in Government Resolutions, and 
not in a book prepared by a humble co-operative worker for the 
use of his fellow-workers 


H. R. CROSTHWAITE. 


June i^ih, 1916. 
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INTRODUCTION. 


“ Co-operation leaves nobody out who works Those who 
do not know this do not understand co-operation ; those who 
do know it and do not mean it, are traitors to the principle. 
Those who mean it and do not take steps to secure it, or are 
silent when others evade it, or do not advocate it when occasion 
offers, are unseeing or supine. Co-operation touches no man’s 
fortune; seeks no plunder; causes no disturbance in society; 
gives no trouble to statesmen; enters into no secret associations; 
it contemplates no violence; needs no trades union to 
protect its interests ; it subverts no order ; envies no dignity ; 
it accepts no gift, nor asks any favour ; it keeps no terms with 
the idle, and it will break no faith with the industrious. It is 
neither mendicant, servile, nor offensive; it has its hand in 
no man’s pocket, and does not mean that any other hands 
shall remain long or comfortably in its own; it means self- 
help, self-dependence, and such share of the common 
competence as labour shall earn or thought can win.” These are 
the words of that great English co-uperator, George Jacob 
Holyoake, and they may be commended to all workers in the 
cause as an epitome of what “ Co-operation ” really means. 
Co-operation is mutual help ; and a co-operative society begins 
in persuasion, proceeds by consent, seeks success by common 
efforts, incurs risks, and shares losses, intending that all its 
members shall prcportionately share whatever benefits are 
secured. 

Co-operation produces equality, but this equality is the 
result noi the begiiming. Any eo-operative movement must 
start with inequality and authority, and must steer stea.di].y 
towarejp self-government and independence. It will take tin^. 
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co-operators must remember, to regenerate the world. 
Co-operation is a religion which, though weak in creeds and 
collects, renders humanity service. The main creed of 
co-operation is that all co-operators should mean well, work 
well, and neither beg, steal, nor annoy. 

Leslie Stephen has recorded that " Robert Owen was the 
most conspicuous figure in the early part of the nineteenth 
century.” And when Robert Owen originated " Co-operation ” 
most men said that the idea was contrary to human nature. 
What was new to them they concluded was new to humanity. 
But Aristotle tells us of nations who held the land in common 
and divided the produce, and of others who divided the land 
and stored the produce in common. Minos the Cretan would 
not suffer any of his people to lead an indolent life. Persons 
of all classes sat at common tables, partook of the same diet. 
and at the public expense. The laws of Minos remained in 
force for nearly a thousand years. When Lycurgus governed 
Sparta obedience to the law and the dread of living for himself 
were the earliest lessons imprinted on the mind of a Lacede¬ 
monian. Robert Owen was born in 1771, and thus was a 
contemporary of Wellington and of Napoleon. From being a 
humble draper’s assistant he became a wealthy cotton 
manufacturer. Owen purchased and worked up the first bale 
of cotton imported into England, foreseeing at once the future 
importance to the spinning trade of England of encouraging the 
foreign supply of raw material. Owen’s scheme of administer¬ 
ing his factories shared with his labourers and their families 
a portion of the common gain. Amongst other arrangements 
for the welfare of his people Owen provided model schools for 
their children, and thus it came to pass that the education, or 
formation of character, of members of the co-operative body 
has always been deemed a part of the co-operative scheme 
amongst those who rightly understand it. A co-operative store 
was a mere detail of Owen’s factory management. Huxley 
has written thus of Owen : " I think that every one who looks 
closely into the problem of popular education must be led to 
Owen’s conclusion that the infants’ school is, so to speak, the 
key of the position. Robert Owen discerned this greaj fact. 
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and had the courage and patience to work out his theory into 
a practical reality.” Owen was the first who looked with 
practical intent into the kingdom of the unborn. He saw that 
posterity—the silent but inevitable judge of us all—if left 
untrained may efface the triumphs, or dishonour, or destroy the 
great traditions of the race. Robert Owen put infant schools 
into the mind of the world ; and he, when it seemed impossible 
to any one else, proposed national education. Moreover, Owen 
was not a sentimental, speculative, or barren reformer. He 
was for submitting every plan to experiment before advising it- 
He cared for no cause that reason could not win ; and whatever 
he commended he supported with his purse. He saw, as po 
man before him did, that environment is the maker of men. 
Robert Owen died in his 88th year, on the 17th November, 
1858, at Newtown, Montgomeryshire, the place of his birth. 
In 1902 the co-operators of England and Scotland subscribed 
to erect a handsome screen round Owen’s tomb. 

Although England is the parent-country of the co-operative 
idea, Germany is that of co-operative banking and credit. The 
German pioneers were Herr Schulze, Mayor of Delitzsch, and 
Herr F. W. Raiffeisen, Burgomaster of a group of villages round 
Neuwied. Both were men who had seen government service. 
Schulze-Delitzsch was a Judge and a member of the Prussian 
National Assembly of 1848. Raiffeisen, ex-soldier and wine 
merchant, who even to the age of eighty, when he was sick and 
blind, had a marvellous facility for arithmetical calculation, 
directed the building of the railway on the left bank of the 
Rhine. Both these great reformers broke entirely new ground, 
although Schulze-Delitzsch had learnt the powers of thrift 
from the English Friendly Societies, and Raiffeisen had seen 
from the public savings-banks and Schulze-Delitzsch’s own 
institutions how some of the larger farmers could be accom¬ 
modated with credit. Both began with an individual effort 
to relieve the distress in their particular districts. Both ended 
with the conviction that improvement was only possible when 
it depended upon and came from the people themselves. 1848 
was a year of distress general throughout Europe. In 1849 
SchulSe-Dditzsch founded a Friendly Society for relief in 
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sickness, and in the same year an association of shoemakers for 
the purchase of raw materials. In 1850 he founded in Delitzsch- 
Eilenberg his first loan society with ten members, all artisans, 
and remodelled it two years later as a self-supporting institu¬ 
tion with a capital and shares. He saw that the lack of good 
credit was at the root of the small man’s helplessness, and that 
this credit could only be provided if the small man by self-help 
organized himself to obtain it. In 1848 Raiffeisen founded at 
Weyerbusch (Coblenz) a co-operative society for distributing 
potatoes and bread to the poor. In the year after he founded 
at Flamraersfeld, in the Westerwald, a loan society for the 
support of small farmers ; but, let us note, the members of this 
society were rich philanthropists who sold cattle at easy rates 
to the farmers, they were not the farmers^themselves. In 1863 
—mark the long interval—Raiffeisen founded, at Anhausen, his 
second society. This was a co-operative credit society, and in 
it the borrowing farmers were themselves the members. It 
was at this stage that Raiffeisen discovered that the poor 
required no donations of money but the organization necessary 
to command this money for themselves. 

Neither Schulze-Delitzsch nor Raiffeisen had a government 
commission to establish credit banks. Their sympathy stirred 
them to efforts of relief: their experience showed them the 
conditions under which permanent improvement was alone 
possible: their genius created triumphantly the conditions 
which their contemporaries thought to be unattainable. Schulze- 
Delitzsch was first in the field, but Raiffeisen worked out his 
own organization. Schulze-Delitzsch blinked suspiciously, 
when he detected certain variations from his own regulations, 
Raiffeisen held boldly to his position. Both observed that they 
had solved a great problem by principles essentially the same; 
neither understood that their differences of method were due 
to, and justified by, differences of environment. Now the German 
mind is peculiarly prone' to proceed by formulae. It draws 
from observation or study conclusions which in their place are 
correct. It celebrates their discovery by promoting them to 
an " ism" which, applied regardless of environment and 
context, is incorrect. Am " ism ” is to its disciples a universHity; 
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variation from that " ism ” is heresy and not an intelligent 
application of one principle to different conditions. The party 
of Schulze-Delitzsch railed at Raiffeisen for methods which in 
the town would have been insecure: the party of Raiffeisen 
reproached Schulze-Delitzsch for methods which in the country 
would have been impossible. Schulze-Delitzsch was right in 
raising share capital for his town banks, Raiffeisen in rejecting 
it for his country banks. Being Germans it did not occur to 
them to conclude, or if they concluded to confess, that each 
was right in his own line. To-day if you question a member of 
a Schulze-Delitzsch bank about Raiffeisen institutions, he turns 
up his nose and patronizes them as unsafe " charity ” banks 
in a tone of contemptuous pity. If you question a member 
of a Raiffeisen bank about Schulze-Delitzsch institutions he 
shakes his head and apologizes for them, as for heretics convicted 
of capitalism and exclusiveness. 

One word more. It is necessary for the student of co¬ 
operation to understand that there ar6 two aspects of the 
movement and that they are linked inseparably together. The 
one aspect is material, the other moral. But morality is not 
a cloak which unsound business ought to wear. The moral 
enthusiast, blinded by the refulgence of his ideals, is apt to be 
impatient in his haste to reach the Promised Land. His head 
is amongst the stars, wliile his feet ^re stumbling in the gutter ; 
and there will always be people vulgar enough to take advantage 
of him. But if the moral enthusiast is wise he will build up his 
scheme of reform on the solid foundation of material progress 
secured by sound business. Good economy is apt to produce 
good morals. And if the .no vement is to destroy the forces of 
ignorance and waste co-operators must be conscious of the 
efforts and sacrifices which their cause requires. 
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CHAPTER I. 

Some Pages of Commercial History. 

The student of economic questions cannot neglect tlie 
experience of commercial history. We, for instance, cannot 
understand the forces which are developing our Province by 
merely concentrating attention on the phenomena of the last 
few years. It is necessary to take a long period of time. The 
English purpose has, throughout the centuries, found expression 
in the desire to secure all reasonable liberty of thought, opinion, 
religion, and action to the subject, and equal justice for all. 
The voice of Robert Owen preaching Co-operation was that of 
the spirit of the English people. Carved on the marble of the 
beautiful building of the famous People's Bank in Milan is the 
name “ Robert Owen.” And if the Italian people thus pay 
tribute, it is but right for every co-operator to try and under¬ 
stand something of the national environment which produced 
so great a man. Let us, therefore, pause to (examine certain 
features of Engiish economic development beioi-e passing on to 
the history of our own times. 

There are few subjects of greater importance to the student 
of economics than the history of inventions, for in it he has 
the key to the most far-reaching changes in industry and 
commerce. But for the in .'entor of the wheel, for instance, we 
should still be without roads, railways, and many other things 
besides. If, however, the inventor of the wheel had been granted 
a perpetual patent, or, worse still, if the Sta< e or the Crown, or 
whatever the paramo int authority of the time might be, had 
been in the position to reserve for itself and for its licensees the 
exclusive right to make and stll wheel-,, there can be no doubt 
that this monopoly would have retaided the progress of civilisa¬ 
tion. In the time of Queen Elizabeth the limits of the Roya! 
{M’etogative in the regulation of English trade were not even 
cs * ( 1 ■ I 



2 


THE GROWTH OF ENVIRONMENT. 


defined. When, in 1597, the House of Commons petitioned 
against the Royal claim to monopolies, Elizal^eth “ hoped that 
her dutiful and loving subjects would not take away her 
prerogative, which was the chiefest flower in her garden, and the 
principal and head pearl in her crown and diadem ; but that 
they would leave that to her disposition.” The Bill against 
Monopolies, of 1621, was rejected by the House of Lords mainly 
on the ground that it encroached on the Royal prerogative. It 
was held that the Queen, by virtue of her prerogative, might 
set at liberty things restrained by Statute Law or otherwise; 
restrain things that arc at liberty,- for example, grant a 
monopoly for a new invention, or when there was “a glut of 
things ” ; and grant a license of transportation to one man 
when there was a scarcity. The idea of di\'erting a share in 
the gains of commerce into the Royal Exchequer was, at this 
time, at the root of some of the characteristic principles of the 
mercantile system ; and the grant of a monopoly by the Crown 
was a favourite method of rewarding the services of courtiers. 
Thus, the Earl of Essex had a monopoly of the sale of sweet 
wines. At last the sense of injustice, the inconvenience entailed 
by the monopolies, and the belief that they were granted for 
the gain of individuals, and not for the benefit of the people, 
aroused popular indignation. This first found expression in 
the Parliament of 1597, when a motion was introduced " touching 
sundry enormities growing by patents of privilege and 
monopolies.” In 1601 the Commons made another attack 
upon the monopolies. “ There be many commodities in this 
realm ” said one spoaker “ which, being public for the benefit 
of every particular subject, are monopolized by patent from 
Her Majesty, only for the good and private gain of one man.” 
The list of the commodities complained of included salt, steel, 
tin, starch, stone bottles, glass pots, etc., and, shortly afterwards, 
Elizabeth issued a proclamation, recalling some of the most 
obnoxious patents. Four days after his accession to the throne, 
James issued a proclamation, restraining the monopolies. 
He also spoke strongly against them in his first Parliament. 
He declared monopolies to be contrary to the laws, 
but was favourable to patents for new inventions. At last. 
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after prolonged agitation, the Commons obtained in 1624 ihe 
Statute of Monopolies. By this famous statute, which is still the 
basis of English Patent Law, to confer on any individual the 
exclusive right of carrying on u particular trade or manufacture 
was in general declared to be beyond the limits of the 
prerogative and contrary to common law. An exception 
however, was made in favour of new inventions, for which a 
mono}K>ly might be granted for fourteen years, on the ground 
that the practice encouraged ingenuity and encroached on no 
right of which f)thers were in posses.-aon. The Act also did 
not extend to certain municipal pnvihigc;.'^, to trading companies 
to the manufacture of gunpowder which was the monopoly of 
the Crown, or to tin; monopolies of glass-making, smalt, and 
smelting iron. The Statute ol Monopolies left untouched some 
of the most \exatious restrictions on trade ; but from this 
statute dates the develojtment of the unrestrained right to 
trade as now expressed, for instance, in the Indian Contract 
Act,* which merely repeats the English law declaring contracts 
in restraint of Irade to be illegal. And, whai is most important 
of all, the statute left the way open for an attack upon the 
exclusive trading cor])orations ; for though they were excepted 
from its operation it was open to discussion whether their 
charters, when they expired, could be renewed without 
Parliamentary sanction. 

In the sixteenth and seventeenth centuries, an English 
merchant who wished to engage in foreign trade had little 
chance of success unless he became a inember of one of the 
great companies. For the com])anies had extensive powers 
of line and imprisonment, and could bring the influence of the 
law to bear upon the private trader who would not submit to 
their regulations, .\mongst the most interesting passages of 
English commercial history are the records of the attempts 
made by the privat' trader to break down the monopoly of 
the trading companies. But for the wise restrictions imposed 
by the Government of India there might be some analogy 
between pJvaie railway companies in this country and the 


• Seetton 27, Act IX oi 1872. 



4 THB GROWTH OF ENVIRONMENT. 

English trading companies of the seventeenth century, especially 
if we imagine the principles of private railway organization 
extended to the whole foreign trade of India at the present 
time. Let us picture the condition of things at the beginning of 
the reign of James I. The Russia Company had the monopoly 
of the trade to Russia, Armenia, Media, Hyrcania, Persia, 
and the Caspian Sea. The trade to Norway, Sweden, and the 
Baltic was under the control of the Eastland Merchants. The 
Merchant Adventurers employed the monopoly of the trade 
from the Cattegat to the mouth of the Somme. Then came 
the Levant Company with its monopoly of the trade of the 
Mediterranean and the East. In the newly-discovered lands 
the Guinea Company traded to the West Coast of Africa, while 
the East India Company’s charter included the islands and 
continents beyond the Cape to the Straits of Magellan. In 
North America, the South Virginia Company monopolized the 
trade of Maryland, Virginia, and Carolina ; and the Plymouth 
Adventurers Pennsylvania, New Jersey, New York, and New 
England. Here and there, bodies of merchants had rights which 
infringed the charters of these companies ; for instance, the 
Hull merchants were protected against the Muscovy Company ; 
Sir Edward Michelborne and others had privileges against 
the East India Company : while private traders might have 
been found over the whole field trying their best to break down 
the monopolies. The. French trade was the only one free and 
open to all Englishmen. 

Twenty years before the Statute of Monopolies received 
the assent of the Sovereign, public discontent with the trading 
companies led to the introduction of Free Trade Bills in the 
House of Commons. It was urged that freedom of trade would 
lead to (i) the increase and the more equal distribution of wealth, 
and (n) the growth of shipping and of revenue. The arguments 
against the Bills were of the feeblest description. It was stated 
that there was monopoly only when the liberty of trade was 
confined to one man, and that, if trade were free, " the rich 
would eat out the poor, who were not able to sell at the instant, 
to make themselves savers, and so there would grow a worse 
monopoly.” To this it was replied that " the contentfoa 
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showeth thus much, that a crafty head, with a greedy heart 
and a rich purse, is able to take advantage of the need of his 
neighbour, which no man doubteth of.” At the third reading 
the Bill was " three days debated jnd passed with great consent 
and applause.” It was thrown out by the Lords. 

The monopoly of the trading companies had a political 
rather than an economical basis. Indeed, it may be doubted 
if there was ever any economical justification for the existence 
of the trading companies. Their organization was rendered 
necessary by the political conditions under which the foreign 
trade of the country' had to be developed. And because political 
conditions are far from immucable, internal as well as 
international trade policies are n >t based upon principles so much 
as upon necessity and expediency.* The conditions of the 
period were unfavourable to economic progress, for, although 
in a time of general insecurity and want of confidence, an 
individual or a nation may be stimulated to greater exertions, 
and may snatch certain advantages at the expense of others, 
trade can only flourish in peace, reverence for the law, security 
to person .and property, mutual confidence and integrity in 
commercial dealings. The power of England in the sixteenth 
and sevcnte( nth centuries was not that which she enjoys at 
presejit ; Birmingham buttons were just beginning to be known, 
of Birmingham firearms nobody h^d yet heard. In 1685 the 
English army consisted of seven thousand foot and seventeen 
hundred cavalry. In 1684, Samuel Pepys, the ablest man in 
the English Admiralty, reported that the ships of the King's 
fleet were made of rotten timber and unfit to go to sea. " Some 
of the new men-of-war are so rotten,” he said, “ that, unless 
speedily repaired, they will go down at their moorings.” No 
wonder the Dutch fleet was able to sail up the Thames and bum 
British ships 1 Traders knew well that the Government of the 
day had not the powet to piotect its subjects abroad. In the 
leading ports, therefore, to which the companies traded they 


• Here i- a passage from a book written by a Gennati economist. “ Where would be 
the German sugrr ndustry, the textile, the iion industry now created throughout the 
German empire, without the rich English market alwa)^ ready to receive our goodb ? 
On th#* b^k of Free Trade Enjfland wr have tried to grasp the trade of the wchW.** 
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had their own consuls, agents, and ambassadors. These 
officers the companies appointed and paid ; and thus, what we 
now regard as the ordinary functions of Government were 
delegated to companies of merchant adventurers. “ The 
Company,” therefore, became the central authority to which, 
through its officials, the individual trader could appeal when 
disputes or difficulties arose. Not until Government was able 
to assume the responsibility, to control the appointment of 
consuls and ambassadors, and to pay the expenses out of the 
general taxes of the State, did the great trading companies cease 
to occupy a position which was, in its relation to Parliament, 
very similar to that of a modern colonial government. 

The first East India Company came into existence on 
December 31st, 1600. Even so early as 1652 this company 
had its enemies in England, for in that year a pamphlet 
was published entitled " Strange News from India,” complaining 
that " the Company was a destructive monopoly, for our people 
in the beginning of the East India trade have made particular 
running voyages thither only to enrich a few.” The pamphlet 
was followed by many others contending for a free and open 
trade ; and a stormy agitation went on for many years. At 
last, in 1706, and under Parliamentary sanction, was 
incorporated the “ United Company of Merchants of England 
trading to the East Indies.” 

The history of British influence in India may be divided 
into three periods. There was first a commercial period ; then 
a period of wars and territorial expansion : and finally a period 
of consolidation and internal progress. Of course these periods 
were not clean cut : their limits were more or less indefinite. 
In each of them there was much commerce and much fighting, 
and some internal progress. But each had a distinct keynote. 
Commerce was the keynote of the first, which lasted from the 
time of Queen Elizabeth to nearly the end of the eighteenth 
century. During that time the British in India were 
represented by ‘‘ the Company,” and the welfare of their trade 
was their primary object. 

The trade of the East has always been most valuable, and 
there has always been fierce competition for it. ThccBritish 
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Company was constantly at war with the Portuguese, the 
Dutch, or the French. The Portuguese were soon worn down» 
and after some severe fighting the British ousted the Dutch, 
from the trade of the Indian mainland ; but the contest with 
the French was long. When it began in earnest, shortly before 
the middle of the eighteentli cfentnry, a great change had come 
over India. The Mughal Empire, so powerful and splendid 
a hundred and fifty years earlier, had practically fallen to pieces. 
The Emperor still held his Court, and exercised a nominal 
so\'ereignty o\’er the greatcu' part of India ; but Delhi itself, 
his capital, had been sacked by a Persian invader, Nadir Shah, 
the Napoleon of Asia, and the Mughal dominions had broken 
up into a number of virtually independent chiefships. 

“As our business is trade, ” wrote the Directors of the 
Company, “ it is not politic for us to be encumbered with much 
territory.” The Company had some small tracts of land round 
its factories, but these had been got by grant from the country 
powers, for v'alue received ; and the heads of the factories were 
discouraged from obtaining further cessions. If it had not been 
for the French, this commercial point of view would probably 
have been maintained, but the French looked at the matter 
in a different light. They were by no means content with 
the idea of trade, and their proceedings soon forced the British 
Company into a course of action which resulted in its becoming 
against its will a political and military power. In 1741 the 
famous Dupleix was appointed Director-General of the French 
East India Company, and he speedily came to the conclusion 
that the proper course for his countrymen was to form alliances 
with some of the Indian rale.s, to attack and destroy with their 
aid the British settlements, and then to found a territorial 
empire. In the end he failed, because the British were too 
strong at sea.* In 1754 Dupleix was recalled to France in 
undeserved disgrace, but fighting with the French went on 
during the Seven Years’ War of 1756-1763, and it was during 
this war that the future of the Brfiish Company was decided. 


* On the wall i.t the C.athedral of St. Tlioma>‘ in Bombay, on the left-hand side as you 
enter the door, the,-.- is a memorial tablet to the captain of a British man-of-war which 
disp05e*df a French " Emden," then “ the terror of the Indian Ocean.” 
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The British Company had long possessed a factory at Calcutta. 
At this period Bengal was held by an Afghan adventurer, who 
after the break-up of the Mughal Empire had established himself 
as a practically independent chief. Just as the Seven Years’ 
War broke out he died, and was succeeded by his son, Suraj-ud- 
Doulah. When, fearing an attack by the French, the British 
fortified'Calcutta, the new ruler objected, marched against thorn 
withVaVlarge force and took the factory. Then followed the 
tragedy of the Black Hole, when more than a hundred English 
were brutally done to death. They were soon avenged by 
Clive, who, coming up from Madras with a small bod\' of 
European and Indian troops, advanced against the Bengal 
ruler and routed him at Plassey. One of his officers who had 
turned against him was then set up in his place, and thus the, 
British became predominant in Bengal. In 1765 the Mughal 
Emperor granted to the British the direct administration of 
Bengal, nominally under his sovereignty. From this time the 
Company stood forth as a territorial power. 

The second period of the British connection with India, 
that of territorial expansion, had now opened. By this time 
the Mughal Empire had practically ceased to exist. The 
territories over which it had once held sw'ay had fallen away 
one by one, and India had been parcelled out among a number 
of chiefs, most of them still nominally owning the sovereignty 
of the Mughal, but all acting as if they were independent, and 
making war upon each other as they pleased without reference 
to their overlord. Indeed the Emperor had for long been little 
more than a prisoner in the hands of any of those chiefs who 
happened to be strongest at the moment. Most of them, 
moreover, were adventurers, foreign to the soil and the race of 
their subjects. India, in fact, was one great field of war, over 
which'^numerous armies marched and fought and plundered 
in all directions. It has been estimated that perhaps two 
millions of armed mercenaries were gathered about the standards 
of the various leaders; and all lived at the expense of the 
peasantry and trading classes, who submitted to every 
conqueror in turn. Let us glance at the map of India as it was 
in 1790. Immediately to the north-west of the British jM-^vince 
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of Bengal was the Nawab Wazir of Oudh, originally a minister 
of the Mughal, now an independent Mahommedan prince, 
ruling large and fertile districts inhabited mainly by Hindus. 
Beyond him again was a remnant of territory held by the 
Emperor in person, or some of his officials. Still further to the 
north-west was the Punjab, over which the Sikhs were 
establishing their supremacy. On the western coast of India were 
the Marathas, a loose but powerful confederacy^ Tlioir leaders 
liad seized upon various tracts in tlie centre of India, and 
founded principalities there ; !),’t in truth (he Maiathas had 
no geographical limits, for their swarms of liorsemcn roved 
India from sea to sea. exacting theii tribute, a nominal quarter 
of the revenue, but often mucl.i more, from every ruler not 
strong enough to resist them. A considerable number of more 
or less ancient chiefsliips still existed in the de.serts and jungles 
of Central India ; but all, or almost all. were j)eriodically 
harried by the Marathas. In the south two great Mahommedan 
chiefs, each ruling a Hindu population, were the most formidable 
among the competitors for supremacy. These were the Nizam 
of Hyderabad and the famous Hyder AH, who had seized the 
Hindu kingdom of Mysore. 

Among all these competing cliiefs, with their large but ill- 
armecl and untrustworthy armies, stood the British Company 
with its more efficient administration and much more efficient 
military force—a force regularly paid, well led by European 
officers, and able to draw from England supplies of arms and 
munitions of war. It seemed likely that if the British entered 
the lists they would eventually prove stronger than any of the 
other country powers ; ard there was little probability that 
these powers would have sufficient self-control to avoid acts of 
aggression which would fiircc the British hand. A policy of 
isolation and non-interference such as (he Company favoured 
could not be easy to maintain. It was the less easy to maintain 
because the possession of Bengal by the British had now literally 
thrown open to them the gates of em^jire by bringing them into 
the valley of the Ganges, which for more than two thousand 
years had been the seat of the great Indian kingdoms. They 
were n<i longer a trading company with small possessions in the 
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remote south, but a territorial power in immediate touch with 
the heart of India. But the Company, true to its trading 
instincts, shrank with something like terror from the idea of 
conquest. It was, indeed, expressly declared by Act of 
Parliament that “ to pursue schemes of conquest, and extension 
of dominion in India, are measures repugnant to the wish, the 
honour, and the policy of this nation.” Such was the spirit 
in which the British entered upon the second period of their 
history in India, tlie short period of seventy years which was 
to end in supreme domination. 

In dealing with this second period we need not, in this 
book, go into detail. But it is important to remember that 
throughout the wars against Mysore, the Marathas, the Gurkhas, 
the Pindaris, and the Sikhs, the British were animated by one 
desire and one alone, namely, to bring peace to the country. 
These wars were waged mainly with Indian troops who fought, 
not against their countrymen, but against enemies who had 
f(»r generations plundered and tormented them. Again, during 
the Mutiny of 1857, a military mutiny and a partial one, the 
armies of Bombay and Madras never wavered in their allegiance 
to the British. Of the great ruling chiefs of India not one 
threw in his lot with the rebels. It is the truth, never to 
be forgotten, that many thousands of Indian soldiers fought, 
with the most devoted fidelity, against the mutineers. They 
were “ faithful to their salt,” and this Englishmen, all over 
the world, will remember to the end of time. At the close of 
this second period the British had, in little more than seventy 
years, risen to supreme dominion by the willing aid of the 
people of India. They ha\’e retained supreme dominion by the 
same willing aid. And not only has India been loyal to the 
British, but the British have been loyal to India. 

" When by the blessing of Providence internal tranquillity 
will be restored, it is our earnest desire to stimulate the peaceful 
industry of India, to promote works of public utility and 
improvement, and to administer the Government for the benefit 
of all our subjects resident therein. In their prosperity will be 
our strength, in their contentment our security, and in their 
gratitude our best reward. And may the God of all power 
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grant to us. and to those in authority under us, strength to 
carry out these our wishes for the good of our people.” With 
these words closed the famous proclamation in which Queen 
Victoria informed the Indian chiefs and people that the 
administration of the country had been taken over by the Crojvn. 
And thus, little more than half a century ago, opened the third 
period, that of consolidation and internal progress. To this 
period we belong. It is for us to carry on the work for which 
our fathers gave their lives, preserving jealously the spirit of 
patient, sturdy, and equitable co-operation, and the humane 
desire for general progress and enlightenment, which had their 
birth in the hearts and in the sufierings of the English people 
and for which Robert Owen stf>od as the first articulate apostle. 


CHAPTER II. 

The Genesis of the Central pRoyiNCEs and Berar. 

The twenty-two districts of the Central Provinces and 
Berar cover an area of almost one hundred thousand square 
miles, thus being rather larger than England, .Scotland and 
Wales put together. Over the greater part of this considerable 
tract of country tin* dawn of the epoch oi authentic history 
may be placed at a period n()t much more than three centuries 
ago. Here, in what is now part of our Province, was the 
mysterious Gondwana, an isolated and unexplored country of 
inaccessible mountains and impenetrable forests, inhabited by 
sa\'age aboriginal tribes Into portions of this wild region 
early civilisations succeeded in penetrating. Neolithic imple¬ 
ments of red chert from the Jubbulpore District have been 
found a few miles north of the Tambrapani river in South 
TinneveUy (Madras; ; and in speculating as to how these 
ancient chipped stones got so far afield we may, perhaps, be 
permitted to conclude that even in the Stone Age, or about 
400,000 years ago, there was some communication between 
tjie Central iTovinces and the distant outside world. Once, 
in thc*heart of our densest forests, there were busy cities ; but 
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they have disappeared leaving only a few carved stones behind 
them. From the rock edict at Rupnath in the Jubbulpore 
District, from coins, and from a few inscriptions on copper and 
stone, we get glimpses of the extent of Asoka’s empire (300 B.C.), 
of the raids of the White Huns, of the rise and fall of a succes¬ 
sion of Hindu principalities (loo-iioo A.D.), and of the career 
of the gri'at Mandla dynasty which, founded about 664 A.D. 
by Jadho Rai, an adventurous Rajput wlio married the daughter 
of an old Gond cliieftain, first became important in 1480 and 
was finally extinguished by the Marathas in 1781. 

As wi; have seen, it was in the year 1600 that the first East 
India Company came into existence. In that year Akbar, the 
(ireat Mughal, captured the Faruki fortress of Asirgarh, in the 
Nimar District, and Baklit Buland, King of Deoga.rh, proceeded 
on a visit to Delhi. Of old Gondwana there were four great 
divisions or kingdoms, -Garha Mandla,* Kherla,t Dcogarh.J 
and Clianda. The fl(jod of Mahommedan invasion, whioli swept 
away the Hindu kingdoms of the Deccan, jrassed westward 
tlirough Malwa, Berar, and Khandesli leaving Gondwana 
practically undisturbed. But, speaking generally, it is to Maiiom- 
medan influence that must be attributed the earliest attempts 
to civilise the Province. Where the Mughal conquered, as 
ill the case of Berar, lie took his civilisation with him. W'here 
h(' exacted tribute, as in the case of Gondwana, he made his 
influence felt ; for when Baklit Buland returned from Delhi 
he was a convert to Islam. Moreoc'er, he brought back with 
him, to teach his Gonds, large numbers of artificers and agri¬ 
culturists both Hindu and Mahommedan. This enterprise 
added to his rer’enue and power, and annexing territory from 
the rival states of Chanda and Garha Mandla, he founded the 
city of Nagpur on the site of a hamlet known as Rajapur 
Bharsah. Bakht Buland was succeeded by Chand Sultan who 
made Nagpur the capital of the Deogarh kingdom. 

In 1739 Chand Sultan died, and Wall Shah, an illegitimate 
son of Bakht Buland, seized on the vacant throne. In this 

* Garha. once a Gond capital, is now a suburb of Jubbulpore. 

t in Betul, in ruins. 

} fnChhiiuiwa'-a. in rain-. * 
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year the Marathas first obtained a footing in Nagpur; and at 
this period the Central Provinces and'Berar were distributed 
amongst the Gonds, the Mughals, the Hindu house of the 
Haihaivansis, the Bundelas, and the Marathas. Buffeted by 
successive tides of invasion, the economic progress of the country 
was (as we shall see)‘at last broken to pieces on the rocks of 
internal confusion and misrule between 1803 and 1817. 

When Chand Sultan died Raghuji Bhonsla, the descendant 
of one of Sivaji’s troopers, was in charge of the Maraiha interests 
in Berar, a province which the Peshwa of I’oona had practically- 
wrested from the Mughals. To Raghuji, the widow of Chand 
Sultan sent an invitation to oust Wali Shah and to place her 
sons Buraii Shah and Akbar Shah u])on the Nagpur throne. 
This Raghuji did ; but dissensions between the two brothers 
ripened into civil wars. There was some fierce fighting, and 
on one occasion, in 1742, twelve thousand Gonds were mas¬ 
sacred in the fort of Patunsaongi. 

In 1743 Buran Shah called in the expectant Raghuji, and 
Akbar Shah was driven into exile. Raghuji took his oppor¬ 
tunity, made himself master of the Deogarh kingdom, and 
established liis government at Nag})ur. On Buran Shah and 
his descendants the Maratlia conferred “ by treaty” the empty 
titk' of Raja and a State pension. 

The fiction that the Bhonslas held as Piotectors only was 
studiously observed. The deposed Gond princes were com¬ 
pelled to affix the " tika,” or mark of investiture, on Raghuji 
and his successors and to impress th;i.- seals upon certain 
revenue papers. In this there was deep policy ; for the Bhonslas 
wished it to aijpcar tiiat d, v held their territory from the Gonds, 
and not subject to the pa,ramount power at Poona. Their 
aim was a position supc'-ior to that of other military chiefs of 
the Maratha empire who owed their elevation to the Peshwa, 
and held their fiefs by his favou;. So, when the Maratha 
power was broken at Panipat, the Bhonslas sustained no loss 
but, fropi the disasters whicli overw'holmed the other Maratha 
princes, l)e 'ame relatively strongei. 

Raghuji m ^' 3 ls succeeded in 1755 by his eldest son Janoji, 
but not without opposition from another brother Mudhaji. It 
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was expedient, though scarcely consistent, to refer the dispute 
to Poona. Janoji was confirmed in the sovereignty of Nagpur; 
while Chanda and Ciihattisgarh were given to Mudhaji. In 
1762, the Nizam of Hyderabad, whose position in Berar and 
the Deccan was being perpetually menaced by the Marathas, 
seeing his advantage in the minority of the Peshwa, Madho 
Rao, took up arms, janoji was bought off by the Nizam from 
an alliance with the Peshwa by the promise of the Sirdeshmookhi 
of Berar, and full liberty to attack his brother at Chanda. The 
Nizam, in that year, was successful, and dictated peace almost 
at the gates of Poona. But in 176J we find the Nizam and 
Janoji in alliance, and together they sacked and burned the 
capital of the Peshwa. With such rapidity did the politicians 
of the day shuffl(“ their cards that in 1765 the armies of the 
Nizam and of the Peshwa advanced together and burned Nagpur. 
Two years later Janoji retaliated by joining forces with the 
Gaekwar and, assisted by the treachery of Raghoba, the Peshwa’s 
uncle, he devastated the Poona country-side. 

It might be supposed that these exploits would have 
caused the final rupture of friendly relations between tlu' 
Bhonslas and the Peshwa. But the times were disturbed ; 
and the balance of power rested with no great central authority 
but with combinations of rival despots anxious to save their 
thrones. In 1771 we find Janoji at the Court of Poona obtaining 
sanction to adopt Raghuji, the son of his brother Mudhaji of 
Chanda, and in 1772 he died on his way home. Before Mudhaji, 
with his son Raghuji, could reach Nagpur, Senaji, another 
brother of Janoji, had usurped flu; goxernment. For almost 
three years civil w'ar raged until the struggle was decided on 
the battlefield of Panchgaon, six miles south of Nagpur. The 
fortune of the day had declared for Senaji, and Mudhaji was 
aeing surrounded by his brother’s troops. Flushed with the 
ight and with victory, Senaji drove his elephant against that 
m which his brother was seated, and called on him to surrender. 

\ pistol shot was the only reply. One brother had slain the 
3 ther and gained the undisputed regency on behalf of his son. 
In 1788, Mudhaji, after having still further extended the 
Bhonsla dominions, died and was succeeded by his son 
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Raghuji II. In 1777, it is important to note, Mudhaji had entered 
into certain engagements (concerning the Company’s trade routes 
and agents) with the Honourable East India Company ; and 
this is the first indication in history of the approach of English 
influence into the Central Provinces. For a time Raghuji’s 
fortunes went well and he remained at peace with Poona. In 
1791 he seized upon Hoshangabad and the lower valley of the 
Nerbudda, and captured the forts of Chouragarh, Tejgarh, 
Mandla, and Dhamoni from the Bundelas. In 1798 Mr. Cole- 
brooke came as the first British Resident to Nagpur. Raghuji’s 
relations with the British were, however, becoming strained, 
and in 1801 the Resident was recalled. 

A year or two later, however, we find another British 
Resident, Mr. Mountsluart Elphinstone, at the Nagpur Court. 
In 1803 Scindia and Raghuji united together to oppose the 
British. Their complete defeat by Wellesley, at Assaye and 
at Argaon, was the immediate result ; and from this time 
onwards the Maratha power rapidly declined. In this same 
year a terrible, famine afflicted the Province, and grain sold at 
half a seer to the rupee. As the misfortunes of Raghuji 
increased the control of the central government became weaker 
and weaker. In order to fill his depleted treasuries the Bhonsla 
had recourse to many unworthy expedients. He owned whole 
rows of shops in the bazaar. He first kept his troops out of 
their pay, then lent them money fror; his own banking establish¬ 
ments ; and at last, when he did pay them their arrears, he 
would oblige them to accept, in settlement, goods from his own 
stores. From his ministers and bankers heavy exactions were 
made. Adultery Courts were established, and these, furnished 
with stocks and false witnesses, provided an easy means of 
bleeding men who had saved any money. V'idows were sold 
for the benefit of the State, one-fourt!i of the proceeds of all 
house sales was paid into the treasury, grain was taxed at every 
stage of its progress through the country, and every industry 
had, as a matter of course, to bear its special burden. In 
short, a poor oian could not shelter iiimself, or clothe himself, 
or earn his b’-ead, or eat it, or marry, or rejoice, or even ask his 
gods for better weather, without contributing separately on 
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each individual act to the necessities of the State. In the 
remoter parts of the Province in lieu of pay villages were made 
over to the soldiery to loot, while crops were seized directly 
by the government officials without any pretence of form or 
reason. If the people complained Ragliuji summoned the 
official at fault, fined him heavily, and then sent him back to 
collect the fine from those who had lodged the complaint. Thus 
Narayan Rao, the Subah of the Patan Taluq (Jubbulpore District) 
was fined a lakh of rupees, and, in consequence, the people 
of the Taluq had their entire stock of cattle confiscated and 
sold so that Narayan Rao might pay the " fine." Maddened 
by systematic oppression the cultivators called in the assistance 
of ,\mir Khan, the notorious Pindari leader, preferring to trust 
themselves to his mercy rather than that of a government 
(ottering to its fall. " There are men still alive,” wrote Sir 
Charles Grant in 1867, “ who can tell us of the hard lot of those 
days, how they sowed in sorrow, with little hope of seeing th.e 
harvest, and how, whenever they did reap, they buried the 
corn at once in the ground.” Ragliuji Bhonsla died in March 
1816, and was succeeded by his son Pursoji, a man blind, lame, 
and paralyzed. Soon after his succession, the new Rajah 
became totally imbecile, and Mudhaji, Raghuji’s nephew, was 
appointed Regent. 

Bruised and cowed by the whips of Raghuji the people 
were stung to desperation by the scorpions of ” Appa Sahib ” 
Mudhaji and large tracts of country became altogether desolate. 
After poisoning the Rajah, Mudhaji entered into secret and 
treacherous agreements with the Peshwa, with Scindia, and 
with the Pindaris, thus violating his treaty obligations to the 
British with whom he had prerdously entered into a defensive 
alliance. This conduct led to the signal defeat of the Appa 
Sahib and his forces at the battle of Nagpur on the 26th and 
zytli of November, 1817, and to his final deposition in 1818. 

The country was now in a condition of intolerable confusion 
and disorder, and the people were anxious to welcome a strong 
and just government. By the treaties of 1817 and of 1826 
the Bhonsla ceded to the British the districts on the Nerbudda 
and the Tributary or Feudatory States on the Mahanaddi, ’as 
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well as the two small hills of Sitabaldi and a few square miles 
of ground for a cantonment in Nagpur. At this same period, 
after the conclusion of the second Maratha War in 1817-1818, 
the Saugor and Damoh Districts were ceded by Daulat Rao 
Scindia. The Tributary States were placed under the Govern¬ 
ment of Bengal, while the districts of Saugor, Damoh, and those 
on the Nerbudda were formed into the “ Saugor and Nerbudda 
Territories.” These territories were governed, for a time, by a 
Commissioner subject to the Resident at Nagpur, were next 
placed under an Agent to the Governor-General with head¬ 
quarters at Jubbulpore, and afterwards attached to the North- 
West Provinces on their formation in 1835. In 1842 occurred 
the Bundela rising which affected the Saugor District and part 
of the present Narsinglipur District. This rebellion lasted 
about a year, and on its suppression tlie Saugor and Nerbudda 
Territories were separated from the North-West Provinces and 
placed once more in charge of an Agent to the Governor-General. 
This arrangement did not work well, so, in 1852, the Territories 
were handed back once more to the Government of the North- 
West Provinces. 

In 1818 the remnant of the Bhonsla dominions consisted 
of the Nagpur Province. After the deposition of the Appa 
Sahib, Raghuji the third, then a minor, was placed on the 
throne by the British. During the long minority and regency 
which ensued the Government was \ Ir+ually conducted by the 
British Resident, Sir R. Jenkins. Some European officers were 
appointed to superintend the several districts, and a regular 
Government service was created. This administration, if not 
quite equal to that of regular British provinces, was suited to 
the usages and circumstances of the country and superior to 
anything known previously. Under it the cultivation of large 
tracts of country lying desolate and waste was gradually resumed. 
In 1830 Raghuji attained his majo.ity and assumed the reins 
of Government until 1853, in which year he died without heirs 
begotten or adopted. The Nagpur Province then lapsed to 
the paramount power in India, the British Government. 

The province of Berar was assigned to the East India Com¬ 
pany by the Nizam of Hyderabad in 1853. Once part of the 
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empire of Asoka, Berar came under Mahommedan rule in the 
year 1294 and for centuries remained a theatre of fierce and 
constant warfare. In 1600 Akbar conquered the province. 
By 1718 the Mughal rule had become so weak that the Marathas 
were paid one-fourth of the revenue (chauih) to refrain from 
devastating the country; and to indemnify them for their 
trouble in collecting the chauth they were permitted to collect 
one-tenth of the revenue in addition (the Sirdeshmukhi). Where- 
ever the Mughals appointed a Jagirdar the Marathas appointed 
another, and both claimed the revenue, while foragers from each 
side exacted forced contributions ; so that the harassed cultivator 
often threw up his land and helped to plunder his neighbour. 
In 1748 we find the Bhonslas of Nagpur with an established 
claim to a share of the Berar revenues, and the Melghat and 
its two fortresses, Narnala and Gawilgarh, in their hands. 
In 1803 the power of the Marathas came into direct conflict 
with the British, and, although assisted by Daulat Rao Scindia, 
they were defeated by Wellesley at Assaye and at Argaon. It 
is worth while recording the composition of the British army 
at the battle of Argaon 

Cavalry .—The 3rd, 4th, 5th, 6th, and 7th Madras Cavalry. 

Infantry.~-T\ie King’s 19th Light Dragoons, the 74th 
Highlanders, the 78th Highlanders, the 94th Foot, and the 
following battalions of Madras Infantry.—ist Battalion 2nd 
Infantry (now the 62nd Punjabis), 2nd Battalion 2nd Infantry 
(now the 80th Carnatic Infantry), 1st Battalion 3rd Infantry 
(now the 63rd Palamcottah Light Infantry), ist Battalion 4th 
Infantry (now the 64th Pioneers), ist Battalion 6th Infantry 
(now the 66th Punjabis), 2nd Battalion 7th Infantry (now the 
79th Carnatic Infantry), ist Battalions 8th, loth, and iith, 
and 2nd Battalion gth Infantry (now the 8ist Pioneers), and 
the 2nd Battalion 12th Infantry (now the 84th Punjabis). 

Artillery .—Some batteries of the Honourable East India 
Company’s Artillery. 

It may be observed that the King’s British troops were 
fighting, not for the first time, nor for the last, side by side with 
Indian soldiers. After the Maratha influence had been crushed 
Berar was ruled by the Nizams of Hyderabad, the descendants 
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Although Prussia alone has created a special State Bank to 
serve as a central banking institution for coK>perative societi^. 
other States in the Empire have given no inconstderatiie 
support in other forms to central co-operative banks. In tliis 
respect Bavaria has been ctmspicuous; the Government has 
advemced to the Ba\'arian Central Loan Bank a total of 
Rs. 30,00.000 at 3 per cent, as working capital, has obtained 
for it, at very fai'ourable rates from the Royal Bank, a constant 
credit on current account up to Rs. 7,50,000 (against proper 
security), and has given grants towards expenses. Advances 
up to fixed amounts at specially low rates, or grants towaixls 
expenses, or both, haw also been ^iccorded to the r^icultural 
central societies by tbe State in Baden, Saxony, Wurtemberg, 
and Alsace-Lorraine. 



CHAPTliR II. 

RI-'RAL C KIiDIT IN koi'MANIA- -Rural credit in J apan. 

D. — Roumania. 

There Iiru, in Roumania. v-ery few co-operative societies 
for purposes oilier than credit, and for such as there are, no 
statistics are available. Moreover, all pioductlve and distributive 
societies are co-operative only in name. They are really 
joint-stock companies registered for reasons of convenience 
as " co-operative societies ” under the Roumanian Commercial 
Code, which is nothing but a copy of the Italian Code which, 
in its turn, is a copy of tht French. In Roumania, provided a 
Society places no limitations on^its capital and membership, 
it may be registered under the Commercial Code as a "co¬ 
operative society ; ’’ but in societies sit registered there is nothbig 
that can be called co-operative. For the following very interest¬ 
ing account of co-operative credit^societies in Roumania I am 
indebted to Mons. J. G. Duca. " 1 will now confine mysett to 
co-operative credit, societies only, and more particularly to 
agricultural credit societies which have made wonderful stHdes 
in Rontiffriiia. From our statistics you win find that in 
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Koumailia jxissessed not a single co-operative credit society, 
that in 1891 it had only one, in 1899 scarcely 20, but in 1900 
already 44. In 1904, the number stood at 1,580, with a capital, 
collectively, of Rs. 36 lakhs, without counting deposits. On 
the 1st January, 1909, there were in Roumania 2,410 rural 
societies, witli 346,707 members, 317,554 of whom were bond 
fide peasants, 5,864 village tradesmen, 5,953 village artisans, 
7,965 Government and municipal employees, 2,151 large landed 
proprietors, 3,323 priests, and 3,897 schoolmasters. In 1908 
only 269,375 bon <1 fide peasants were enrolled in membership. 
Within one year (1908-09) paid up share capital increased by 
about 30 per cent, and represented about 77 per cent, of the 
total working capital. 

Now how are we to account for such rapid advance ? Has 
il been produced by artificial means, or have we a genuine co- 
ojierative movement before us, called forth by genuine social 
wants ? 

Our co-operative movement. I can assure you, has nothing 
artificial or of a hot-house character about it. It really arises 
from a plainly fell social want, because the question of popular 
credit has a.ssiimed in Roumania an importance more pressing 
than in any other country of Europe. Up to 1864, the great 
majority of the Roumanian peasantry, which accounts for more 
than three-fourths of the total Roumanian population, were 
without any proprietary rights whatever in the land which they 
tilled, and on which they lived. They were practically serfs, 
bound to supply a fixed amount of labour for their landlords, 
who, in return, were bound on their part to provide sufficient 
land for them to maintain their family and their cattle. In 
1864, however, Roumania gave by law to e\’ery one of her 
peasants a portion of freehold land. The holdings vary from 
about 3} to 15 acres. By such means an independent peasant 
proprietary was created. It is easy to understand how, after 
that, thq question of popular credit came at once to the front, and 
that it became all the more pressing because the change was 
altogether sudden and no sort of preparation had been made for 
it, nor was wy period of transition allowed. And its urgency 
became even still considerably greater when Roumania ^idvatlced 
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economically by leaps and bounds, as it did from that period 
forward, becoming a country of large agricultural production, 
and all but doubling its population in something like thirty 
years. Roumania was a young country, without any economic 
past, without any sound financial institutions, without any 
accumulations of popular thrift. The peasantry required credit 
to be able to carry on their calling. The only way in which 
they could actually obtain .such, as matters stood, was to go 
for it to .such of their neighbours as had, as a result either of 
greater forethought or else of keener avarice than they them¬ 
selves possessed, accumulated a small hoaicl, and, circumstances 
being favourable, as a matter of course, were quite willuig to 
increase it as fast as possible. It is thus that usury came to 
overspread the land, markrid liy a degree of rapacity which it 
is painful to contemplate. One does not like owning to the 
presence of such base and inhuman exploiting of one set of 
men by another in large proportions in one’s own country. 
But I owe it to truth to tell that in Roumania usury grew more 
rife than in almost any country. 63 jjcr cent, was in the villages 
the current rate of interest, and frequent cases have been known 
of 100, 200, and even 500 per cent, being <!xacted. 

Here was a state of things too pregnant w’ith mischief to be 
ignored by the Govemmtmt. which ever since 1881 lias made it its 
endeavour to find a remedy by the introduction of agricultural 
credit. How'cver, the measures taken by the Government 
have proved ineffective, because the agricultural credit 
created was pledge credit only, which, as you arc all aware, is 
a kind of credit alike burdensome and of questionable value. 
It deprives those of credit who need it most, tliat is, the very 
poor. And it places a considerable portion of national projierty^ 
so to speak, under lock and key, within the tenacious grip of a 
" dead hand,” so as necessarily to jiaralyse economic progress 
by hindering the free e.xchang<-‘ of got>ds. I would go further 
and contend that it is immoral credit, for it does not inquire 
into the object for which money is bor' owed, nor does it supervise 
the employmdit of the money. It is calculated to tempt 
borrowers to practise fraud, because it asks of them something 
that fs in ivany cases impossible, that is, not to dispose of what 
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they have pledged. I affirm without fear of contradiction that 
in Roumania, although happily the State has not suffered any 
material damage under this head, a large proportion of the 
property pledged as security for agricultural credit is purely 
fictitious—not because the agricultural population of Roumania 
is less honest than that of other countries, but because in the 
present day there are wants to be satisfied which are not to be 
met in the old way. 

Seeing, then, that the State was powerless to deal 
adequately with the question of popular credit by legislation, and 
that the continued existence of rapacious usury made the 
discovery of a remedy more urgent from day to day, our 
agricultural population instinctively turned to co-operation and 
sought there the remedy which the State could not provide. 
This is a \’ery important point indeed in my story, and I beg you 
to take note of it. In little villages high up in the Carpathians, 
amid snowy peaks, or else in the wide, sparsely peopled plains 
watered by the Danube, schoolmasters and priests, quite of 
their own accord, without any suggestion fiom any one, stimu¬ 
lated to such action simply by what they had read about similar 
work accomplished elsewhere with the help of co-operative 
banks- most notably in Italy and in Transylvania—set to work 
to raise up institutions of the same kind in their own little 
hamlets. It was not till long afterwards, after, to the general 
surprise of every one, it had been discovered that there were 
already about forty such banks in Roumania, of whose existence 
no one had had the slightest inkling, that the Government 
stepped in to provide help. Now I beg you to remark this. 
When one sees a movement of this kind springing up in a great 
country, where education is advanced, where the means for 
propaganda are plentiful, and where there is a disposition to 
private action, there is nothing to surprise him in the fact. 
However, here is a small country, undeveloped, with education 

in economics scarcely existent. 

The State interfered at the outset only by promoting active 
propaganda, in order that by such means the largest possible 
number of co-operative societies might be formed in a short .time. 
However, in April 1903 it passed a law which, in idffition to 
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facilitating the formation of co-operative banks and societies 
by more favourable provisions, and exemption from taxation, 
decreed the creation of a central bank, which was to provide 
the necessary funds to ad\’ance to co-operative banks for 
meeting the requirements of their business, and also to exercise 
over them salutary control and supervision. The Government 
even reserved power to itself to dismiss officers of societies 
found, by the Government Inspectors, guilty of malpractices- 
Tolerably large powers are conferred upon the central bank 
under the latter head, but it ought to be pointed out that they 
are so applied as not in an\' way to interfere with the internal 
management of societies by their own members. They leave 
the societies entirely their own masters, because the societies 
are still governed by their own committees of management, 
in accordance with their own rules. And I may e\'eu add, as 
being an officer of the central bank, wo are most anxious to be 
well rid of our supervision as early as can be managed. Our 
local banks and societies are still too young and too much 
wanting in inherent strength to be able to stand unsupported 
against the enemies surrounding them. But I want it to be 
understood that, although we hold a sceptre, it is a sceptre which 
we do not by any means prize, and one that we are onh' too ready 
to surrender at any time into other c'unpetent hands, as soon as 
there are such strong enough to be able to wield it. And, 
generally, the object with which wo exercise our powers is 
educational. The majority of our banks are small. 
capital is usually small and they are weak. They still want 
to be advised, their officer^ want to be trained, they want 
to be taught book-keeping by double entry, their co-operative 
spirit wants to be stimulated. To supply these want; the State 
has during the past two years grudged no sacrifice. We ‘have 
organized conferences for discussion in all our towns, we have 
prepared special sets of account books, we have issued pamphlets 
giving instruction, we have convoked i. <ingress. Moreover, we 
issue a bimensuel bulletin, which may be said ^to’ be the official 
organ of the movement. 

.However, do not believe that I want simply to blow the 
trumpet of my own institution. We are quite aware of the 
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difficulties attending our work, and we know that they are 
numerous. Wc know tliat the first requirement for any bank, 
if it is to maintain itself and to progress, is a good dependable 
staff. Well, the groat drawback to our co-operative banking 
in Roumania in the present day is that there are people at the 
head of our local co-oj)orative banks who ha\^e other work to 
do, that is, priests and local mayors, and above all, school¬ 
masters, who have only little time to give up to the discharge 
of their banking duties. It will require considerable efforts 
to secure a good, competent staff for our banks. Another 
serious hindrance is this, tiiat all the petty rivalries and 
intrigues of a \ illage population become reflected in our little 
societi(!s. It will require a long-continued effort to overcome 
this difficulty. Then there is the persistent, interested hostility 
of the usurers to contend against, who see their owm power 
attacked and apprehend Its decay. They miss no opportunity 
of damaging the co-operative banks. Tliey spread abroad 
infamous calumnies and engage in all sorts of intrigues. Once 
more, there is a difficulty to surmount which is perhaps the 
greate.st of all. The managers of banks, the committeemen, 
may know what co-operation means, they may inspire them¬ 
selves with the true co-operative spirit, they may bring them¬ 
selves to understand solidarity and co-operative morality; 
however, the small peasantry who carry their savings to the bank 
still often fail altogether to understand the true character of the 
institution. They have to be taught what it is, and that is a 
work which requires much time and pains. The cause of the 
backwardness of our country is the history of its development, 
and the chief remedy is time. It you will bear in mind that 
only si.xty years ago Roumania w'a> still only a geographical 
expression, that there were in its place two provinces, not 
united, and that it is scarcely twenty-five years since we 
conquered our independence on the battlefield and became a 
nation', if you will furthermore remember that our country 
finds itself placed as a weak power between the Ottoman Empire, 
whose ambition it wtis to conquer the West, and another great 
power perpetually cherishing the dream of advancing across our 
territory to conquer Constantinople, if you will consider vfhat 
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have been for centuries past the causes of perpetual unrest and 
disturbance, changes and upheavals in the East, you cannot be 
sui prised when you find that in Roumania co-operation has not 
developed as it has in France, in England, in Germany, or in 
Italy, in all those countries which have the good fortune to 
have centuries of civilisation and economic organization to 
look back upon. 

And it is just because for centuries we liave been left 
without economic organization tiiat we now find ourselves 
attacked by a veritable fever for co-operation. Everywhere 
people want to start co-operative societies, and above all 
things all the world is eager to raise iij) prosperity in agricultural 
districts by means of co-operative banks. And our co-operative 
banks are to do everything ! They are to promote common 
cultivation, in order to sell cereals and vegetables in common, 
to preserve plums in common aijfl produce wine in common, 
to rent land in common, purchase large estates, etc. When 
ambitious schemes of this sort run riot in men’s minds in this 
fashion, it is for the State to interfere in order, not to encourage, 
but to restrain. We do not by any means disapprove of 
distributive or productive enterprises. But we know that our 
co-operative banks are at the present time not jet sufficiently 
strong to undertake all this work, any work, in fact, 
beyond their own banking. Our aim, our object, is to have 
co-operative societies formed by the side of the banks, and ail 
around them, for production and distribution, which, if they 
want money, will have the banks to go to for assistance, but 
which must be kept entirely independent of the banks, quite 
distinct organizations. And wc are endeavouring to make the 
co-operative societies which wc have in our villages the centres 
of other co-operative enterprise. For the moment we have 
nothing to tell of in this way that has been actually attempted 
except a few experimental grain-storage societies and some 
co-operati’ e farms. The latter are very interesting. Whole 
villages combine to provide the coi imon capital, rent a farm, 
and cultivate it in common, sharing all the expenses and sharing 
also the {nrofits, and by this means managing to keep out the 
middlemaa, that is, the farmer. 
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Looking at all this, we are fully aware that here we have 
before us a very wide field to cultivate, and that objects so 
numerous and so varied cannot be attained otherwise than by 
slow degrees, with caution presiding over effort. We struggle 
on with all the greater energy, being all the more ready to make 
.sacrifices in this cause, because we are certain that co-operation, 
which is accepted as a necessary solution of great economic 
problems in countries of ancient civilisation, is even less to be 
dispensed with in Roumania. In truth, thrown into the whirl 
of civilisation and of economic struggles, Roumania, if she is to 
maintain herself, and to resist danger and gather .strength, 
stands in need of uniting all her forces, of cultivating all her 
energies, in order to make sure of her well-being by adopting 
not merely the form, but also the spiiit of co-operation.” 

Between 1902 and 1911 the number of registered societies 
in Roumania increased from 700 to 2,750, and membership 
from 59,618 to 510,118. Of this 510,118 more than 90 per cent, 
were peasants. 3,823 were priests, 4,807 were schoolmasters, 
and 9’253 s^mall tradesmen. More than 250,000 members 
could neither read nor write. 

E .— Japan. 

Co-operation is of very old standing in Japan, and is much 
appreciated and freely practised. The most ancient form known 
is that for the co-operative sale of silk. Some of the societies 
of this type, still flouri.shing, can trace back their history for 
240 years. Another peculiar form of co-operation dates from 
the third decade of the nineteenth century. It is the creation 
of a distinguished economist and philantliropist. very much 
held in honour, who in his lifetime went by the name of Ninomiya 
Kinjiro, but has since his death been re-named Ninomiya 
Sontaku. There is a striking resemblance between some of 
these purely Japanese societies and those formed by Raiffeisen, 
Thus they place social and moral good above economic benefits. 
Th^ make it their aim to help the very poor, placing merit 
^ Iwnesty, also good employment of the loan, above material 
They forbid salaried service, laying it down that 
social work should not be remunerated. They also grant loans 
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for long periods, five, seven, and ten years. They attach the 
utmost importance to thrift, inasmuch as they compel their 
members to save from their incomes. Thrift is the root-idea 
of the whole system ; save, and you will be able to improve 
yourself, your district, your country, encourage the deserving 
by rewards, help the distressed, and add to the wealth of the 
community. Good conduct is an essential condition of member¬ 
ship. Persons who “ despise the gods or Providence, or who 
show want of respect to the Government ; who are bankrupt 
-because of idleness or extravagance, or who. actuated by self- 
interest, pretend to work for the good of others,” are mercilessly 
excluded. While in the society a member is expected to lead 
a life of frugality, order, high moral tone, and peace, laying by 
all he can spare out of his income. This money goes into a 
special fund of the society (hoio kusha)* called ” general deposits,” 
where it earns its owner no interest ; but on leaving the society, 
which a member is free to do at any time if he owes nothing to 
it, the money may be witlidrawn. In addition members are 
alloNved and, in fact, expected to make “ special deposits ” 
which carry 5 per cent, interest. All profits go to make up the 
” dodaikin," the equivalent of the Raiffeisen foundation fund, 
part of which may be invested in land. Indeed it is one of the 
objects of the society, impressed upon it as a moral duty, to 
reclaim waste land. Other leading objects, perhaps most in 
evidence, are, to help the needy, whether individuals or districts, 
to reward the deserving, to improve commercial morality, 
and advance .social customs ; and to raise the character of 
members and those who come into touch with them. In 
addition, the society grant.s loans to those who can make out a 
case, as a rule and by preference on personal security, that is 
v^n the borrower's own bond and two sureties. On such loans 
nominally no interest is paid, but in truth rather heavy interest 
is exacted after repayment of the loan m the shape of a “ thank- 
offering.” The societies are thoroughly well organized. They 
have their presidents, vice-presidents, boards of management, 
each with its own chairman and secretary ; there are, also, 
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regular inspectors and travelling instructors. The greatest 
value is attached to periodical inspection, which is strict, and 
akc) to the teaching of co-operative principles, and to pro¬ 
pagandist work. Even in 1904 local societies had, in many 
cases, combined to form unions, and central societies had also 
been formed. In 1890 there were known to exist in Japan 
618 co-operative societies, with 18,980 members; in 1898 
(the nhurns prior to the year 1900 cannot claim to be accurate), 
tlu' number of societies is given as 346, with 64,388 members. 
Th(^ first Japanese Co-operative Societies Act was passed in 
1900 tlie second in 1909. In 1903 there were 583 registered 
societies ; 3.57 for credit, 42 for sale, loi for distribution, 16 for 
pr<»duction, and 67 for two or more of these purposes. 424 
societies were organized with unlimited liability; 139 with 
limited liability ; and 20 with guarantee or, as it is sometimes 
called, reserve liability. The Japanese law of 1909 divides 
registered co-operative societies into four classes:— 

(a) Co-operative Credit Societies: the object of which is 

to obtain for their members the capital necessary 
for their undertakings and, at the same time, 
to offer them an opportunity for economising. 

(b) Co-operative Sale Societies : the object of which is 

the sale of the produce to their members, submitting 
such produce to final manipulation or not. 

(c) Co-operative Purchase Societies : the object of which 

is the purchase of articles necessary for the 
industry and commerce of the members in order 
to sell them again to them ; or even the purchase 
of articles of the first necessity. 

(d) Co-operative Societies for Production : which have 

for their object the submission of the produce 
of members to a final treatment, or to provide 
them with the requisites for their undertakings. 

The law, in spite of the above classification, permits a 
co-operative society to exercise at the same time the functions 
of different classes. 

Co-operative societies must be either (») of unlimited 
liability, {ii) of liability limited to the contributions of>members, 
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or (Hi) of liability limited to a fixed amount in addition to that 
of the members’ contributions. They are exempt from the 
payment of income tax and from the tax on business operations, 
but not, however, from registration fees. 

The minimum number of members is fixed by law at seven ; 
and any restriction upon the number of members may not be 
imposed by rule or by-law. This, it must be understood, does 
not mean that every candidate for admission must, of necessity, 
be elected ; the law merely follows the German law which is 
designed to prevent the formation of so-called co-operative 
" trusts ” or " rings.” 

The founders of a co-operative society must, in the first 
place, prepare the b3^-laws or rules. These must be approved 
of by the prefect, or district officer, and only with his permission 
may the operations of the society extend bej'onda restricted 
area which the by-laws or rules must clearly define. 

The mo,st im]iortant part of the new law of 1909 is that 
relating to the Federations of Co-operative Societies and the 
Central Association of Co-operative Societies. This part was 
entirely wanting in the law of 1900. Article 76 gives expres.s 
legal recognition to the union of Co-operative Societies in 
Federations, for the following purposes : — 

(1) To make loans to tlic Federated Societies and offer them 

the opportunity for increasing their economics 
(I'ederalions of Co-operative Credit Societies). 

(2) To sell the produce of the Federatr*d Societies, in such 

cases completing the manufacture of the produce 
(Federations rf Co-operative Societies for Sale). 

(3) To sell to the Fedr'rated Societies the requisites for 

their undertakings, in some oasc.s working such 
material before selling to members (Federations 
of Co-operative Purchase Societies). 

(4) To supply the dependent Co-operative Societies with 

the requisites for the under* akings of their members 
(Federations of Co-oper -tive Societies for Produc¬ 
tion). 

Further, co-operative societies for purchase, sale and 
ductidn may be admitted as memb ers of the co-operative creijBlt 
cs 9 
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federations. This is not allowed in the other classes of federa¬ 
tions. A federation may take the form of a co-operative 
.society with liability limited either to the members’ contribu¬ 
tions or to a fixed amount beyond. If this latter type is adopted, 
the liability of the dependent societies or of the associated 
federations must be fixed within the limits of the amount of 
the members’ contriliution. A federation may have as members 
ca-oj)erative societies of corresponding type (with tlie exception 
in favour of federations of co-operative credit societies), as well 
as other federations of co-operative societies of the same type. 
Tile admissions and exiiulsions must be decided on in the general 
meeting of members. 

As the field of the co-operative societies is generally limited 
to a specified area, so that of the federations is generally limited 
to a single iirovincis The directors of th(' federations are elected 
at tlu' general meeting Iroin among the direcior- of the associated 
r.o-oj)erati\’e societal or federations, unless special considera¬ 
tions make it desirable to elect such functionaries from among 
members who Iiave not previously b<‘en dirc'cturs, in which case, 
the election must be confirmed by Go\'ennnent. 

Next, the law recognizes the existence of a Central Associa¬ 
tion of Co-operaUve Societies, working as a sole and central 
institution foi tlm whole of Japan, both for the co-operative 
societies and their federations. The law defines tire object 
of this central association, declaring that it is constituted with 
the object of encouraging the formation of new co-operative 
societies and new federations, of extending the dev-elopment 
of those already formed, and, finally, of facilitating business 
relations between the societies themselves. The central associa¬ 
tion may also take part in the business of the co-operative 
societies, within strict limits established by Imperial Decree. 
Its relations to the Federations are similar to those of the 
Federations to the Co-operative Societies. 

Now before we proceed to record recent statistics showing 
the mafx’ellous development of the co-operative movement in 
Japan, I want to place before the student of Indian co-opera¬ 
tion an unvarnished account of the social work which the 
Japanese people are doing amongst themselves in wder to 
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develop and strengthen a spirit of association and co-operation, 
and thus to keep Japan abreast of all her commercial rivals. 
Co-operation is not a hole-and-corner affair in countries in which 
there is a real co-operative movement ; it is not merely the 
creed of a few apostles w'ithout any disciples ; it has, on the 
contrary, the support of popular effort, zeal, and self-denial, 
and it demands a horizon far beyond that vouchsafed to the 
man who cannot or will not see outside the limits of his parish, 
village, district, or province. Without good co-opcralors there 
can be no co-operative movement worth anything ; and no 
Government can substitute for popular apatlw and popular 
slackness that lively desire for better things which springs 
from a knowledge of the truth and from a sense of awakened 
responsibility. In the very first place, apathy and slackness 
must become unpopular. To quote the words of a famous 
Swiss co-operator “If the work of organizing co-operative 
societies is to be undertaken with lasting success, and with a 
sureness of aim in view, we may assume that it is necessary for 
the rural population to understand what the ‘ spirit of 
co-operation ’ means. Co-operative societies must be based on 
self-help, spontaneity, and the insight and joint-consciousness 
of all concerned in them. Th(>v demand from their members 
a certain mental capacity and moral qualities in no small degree. 
In order to awaken and bring this ‘ .spint ’ into the foreground, 
it does not, fortunately, always require such bitter hardship 
as the Pioneers of Rochdale had to enduie. Experience has 
taught that a campaign of general education directed by a few 
energetic and enthusiastic men in touch with the people can 
accomplish a great deal. Certainly such a campaign can only 
hope for lasting success when directed towards a population 
in possession of the necessary moral and mental power. In 
cases where the latter is only imjrerfectly developred, the co- 
operator must have concern for the furtherance of the general 
efforts for the education of the people. A further very important 
condition for the development of co-operative societies is the 
adaptation of the inner organization of the societies to the 
special circumstances of their environment. Far from laying 
down any, principles in this respect which would gaafantee 
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success in advance, I should like to express it as my opinion 
that no such principles exist. That which has turned out well 
and been the cause of great success in one country may, if tried 
in another country, prove directly injurious. This does not 
by any means denote that I advocate vacillating, baseless 
co-operative politics. _ Nothing is so essential to success as 
working according to a definite .standard. Before commencing 
anywhere to form co-operative societies tlie foundation on 
w'hich they should and mast be built ujr should be clearly 
thought out. However, in investigating and replying to this 
(luestioii, it is neces.sary to proceed w'ithout doctrinarian pre¬ 
judice lor one or the other .system, without any blind preference 
for one or llie other organization ; the decision must be based, 
if the right way is to be found, only on objective deliberation 
and realistic consideration. \Mien once an organization suitable 
to the circumstances, and with which the aim in view may be 
reached, has been found and arranged, then its principles should 
Ire firmly defended, and as nearly as possilrle strictly acted upon. 
As a means to establish in the organization this uniformity 
whicli is so essential for the development of every co-operative 
movement, the formation of Unions has everyw'here proved 
e\cellent. For the .sound development of agricultural 
co-operati\ (' societies the existence of Unions is a most important 
condition, for they form convenient centres for the sifting and 
working out of co-operative experience. It must never be 
forgotten that s<df-government is a fundamental principle of 
C(. -operation. The educating of the local co-operative societies 
to .self-activity and initiative must, therefore, be the aim of 
every Union.” 

But to return to Japan. Every village in Japan has its 
own Agricultural Association and Young Men’s Association. 
Here, it must be stated that, for purposes of greater adminis¬ 
trative, educational, and social efficiency, the modem Japanese 
village is no longer a historical unit but a political unit covering 
a considerable district. It is a combination of clusters of 
hamlets or azas. Each of these azas has its local feelings, and it 
does not necessarily develop regard for the other hamlets with 
which it may be associated. If. however, anything is to be 
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done in the development of rural life there must be co-operation 
for all sorts of objects. So the spirit of association must be 
generated in the people of the azas which make up the village. 
Thus (for instance), one village, made up of nineteen azas, 
contains four primary schools and one advanced primary 
school, and a Young Men’s Association with 700 members, 
divided up into companies of groups of azas. The members of 
the Young Men’s Association drill together for half an hour 
before sunrise every morning in the grounds of the local Shinto 
shrine or of the primary school. In the evenings, they wrestle, 
lift weights, and indulge in gymnastics. They also possess 
libraries and cultivate their minds. As to working costume, 
the members abjure silk and fine raiment ; they must wear 
the ordinary clothes of a Japanese-, cultivator and must not use 
the more expensive kinds of geta —the Japanese wooden pattens 
or clogs—but only the very cheapest^and most simple kind. 
The object of all this varied discipline is to develop, first, physique, 
and second, the spirit of association. There is also to be seen 
a development of physical and mental nimbleness and also of 
good manners. The results, as claimed by.a Japanese authority, 
are “ that the habit of spending hours of the evening idly has 
died away, immoralit}^ has diminished, singing loudly and 
foolishly and boasting have disappeared, while punctuality 
and respect for age have increased. Parents, whom we would 
never dream of attempting to reform directly, moved by the 
physical and mental improvement in their sons, have cast their 
influence on the side of the Young Men’s Associations and have 
begun to practise greater punctuality on their own account.” 
There is a certain Japanese village of a thousand families which 
rises in the morning and goes to bed at night by the sound of 
the bugle. It has, amongst other institutions, five public baths 
and a public notice board of news ” to enlarge people s ideas. 
The small shopkeepers are said to " work very diligently and 
do not take into account their own labour in transportation, 
so things are cheaper.” There is an arrangement for the 
continuous education of young men who do not enter the Array. 
They study every Saturday evening for four years. The 
Youilg M«i's Association keeps its members up to the mark 
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by military discipline, fencing, stone-raising, pole-twisting, 
and wrestling. They also exercise themselves in the composi¬ 
tion of the short Japanese poem and in handwriting. It is 
reported that “ the custom of spending money on sweet-stuff 
is decreasing.” It is not only the waste of money and the 
possibly bad jdtysiological effect of sweet-stuff buying which 
is deplored, but the fact that the girls in the sweet-stuff shops 
ar(‘ often no better than they should Ix!, though how these 
damsels manage all by themselves to become no better than 
they should be is not ('Xplained. The fact remains, however, 
that the purclia.se of the sweet-stuff is going down, and the 
buying of papers and magazines is going up. The members of 
this particular Young Men’s Association " have burnt their 
g(7u and their clothes ha\e become simpler.” 

Another Young Men’s Association has debates between 
its (tza branches. As is customary in many places, the members 
help with their labour when a fellow member or a school teacher 
builds a hoiisi'. They also do repairs at the school. Excursions 
an' made to study vegetable raising, fruit culture, or poultry 
keeping. The members of this Association, like the members 
of many others, out each other’s hair twice a month, thus at 
oTK' operation practising economy and discouraging vanity. 
This Young Men’s Association is also investigating the 
ec'unomio conditions of its village. Turther, it has a cjxlostyled 
monthly. 

Some Associations are cultivating special varieties of rice 
in the grounds of Shinto shrines. One Association has issued 
instructions that its members when in charge of an ox-drawn 
cart are not to ride in the vehicle. This is because the animal, 
not being bridled like a horse, is not under perfect control, and 
may injure some one—unwittingly no doubt, for the Japanese 
bull in harness is very like his Indian cousin. The members 
of another Young Men’s Association practise making five 
minute speeches ” telling one’s experience or what one has seen ” 
-—and this little touch of human nature is welcome " being 
more pleasant than bragging.” They are counselled “ not to 
speak -^Igar Words in a crew'd " and “ not to wear hats or 
coats in a room.” < 
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Diaries for moral and economical entries are distributed by 
several associations and “ afterwards examined and rewarded." 
“ Old people are respected and comforted ” and " bad members 
are warned.” The habit of seeing off a member departing to serve 
his time in the Army, with flags and music, is being abandoned 
under the influence of some associations, in favour of perhaps 
the more economical and less time-wasting plan of " writing 
to him as often as possible, and giving help by labour to the 
family which is suffering from the loss of his services.” Yet 
another Association—and it must be understood that these 
illustrations are not picked out of exceptional villages in Japan, 
but are types taken from a single district—has a clever system 
of allotting so many red and black di.scs to each member on a 
board bearing their names. A meeting is held at the beginning 
of the year at which the members make virtuous resolutions, 
and another meeting at the close of the year at which account 
is taken of the resolutions which have been adhered to and the 
resolutions which have been neglected, black and red discs 
being awarded according to each member’s strenuousness or 
slackness. Virtue being its own reward may, perhaps, be given 
a. prize of a value not exceeding two annas ; what happens to 
those whose record is one of good resolutions broken is not made 
public and, therefore, cannot be recorded liere. A young man 
may make a resolution to worship at thf* Shinto shrine regularly, 
to attend the meetings of the Young Men’s Association punc¬ 
tually, to keep his appointments, to be tidier in his. house—there 
is a house to house inspection twice a year—to be more efficient 
in his work, to increase the quality of his crops, to do work for 
the public good, to undertake a secondary business, and so 
h >rth. Some members ha^’e made a resolution to set themselves 
free from besetting sins, as, for example, ” remaining idly at 
people s houses,” being " insufficiently considerate to parents 
or elder brothers,” ” failing to go to the graves of ancestors 
once a month, “ sitting without due regard to decorum when 
taking meals, ’ and “ not rising early enough.” 

There are also Young Women's Associations. In one Case, 
such an Association listened to lectures and studied dmMBtic 
matters and^ good manners ‘' asking questions and receiving 
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answers.” The motto of the organization was " Good wives 
and good mothers,” A member, the Association believed, 
should be " polite, gentle and warm-hearted, but with a strong 
will inside, and able to meet any difficulties.” Her hair-dressing 
and clothes “ should not be luxurious.” She " must not run 
after fashions.” Neither must she go out at night except with 
a lantern of tlie sort prescribed by tlie Association. The mem¬ 
bers must “ Hispect Buddha and abandon sweet eating, for 
taking food between meals is bad for your health, for economy, 
and for your posterity.” 

As to early rising, here is the statement of a member of an 
early Rising Society. " Merely to imitate others’ good work 
is not pleasant, but w'e must not be narrow-minded if we wish 
to ser\-e the, nation truly. Therefore, hearing of the early 
rising of Mutesumi \ illage we followed its example. We thought 
it judicious to choose the warmest and busiest season, August 
and September, for tin* experiment. The alarm-clock for 
waking us was placed at the. house of each member in turn, for 
each is in turn Secretarj’. The duty c/f the Secretary, when the 
alarm-clock strikes, was to get up and visit all the members’ 
houses and call the young men until they answered. In order 
to make the work possible in a shoit time, the village was 
arranged in divisions. Members on rising went to the house of the 
Secretary for thiir division and wrote their names on his record 
of attendances, and then returned home and got to w'ork. The 
duty of the Chairman of the Society was to \ isit the secretaries’ 
houses, adjust the clocks, and inspect the tables of attendance. 
If there was any defaulter he went to see him and cautioned 
him. Gambling at night is a common habit in town and country, 
it may be temporarily suppressed, but may recur. By practising 
our early rising system, however, the practice is diminished. 
Getting up early is necessary, not only for young men, but for 
the chief members of a family. They cannot, however, well 
rise alone, but when young men get up, all get up. Sometimes, 
however,'the alarmers mistake the hour, or sometimes their 
clocks have got damaged and do not alarm, so some of us may 
be getting up later that morning. But a more difj^ult thing 
is that a man becomes nervous of sleeping too lat^ gets up 
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very early—^it may be at 3 o’clock—and, afraid that his clock 
is wrong, goes off to awaken members. Then there are com¬ 
plaints. Some cunning fellow’s also ask fi lends or brothers to 
write down for them their names on the list of attendances. 
But you can find out their deceit by their handworiting. It is 
very difficult to form the habit of early rising, because on a 
rainy day members are not expected to go to the secretaries’ 
houses to report. So as there is no control over them that day, 
they become quite easy-minded and sleep on ; thus they break 
the habit of getting up eaily. When attendance gradually 
decreases some rewards and punishments are necessary. After 
the trial in the warm weather an experiment w'as made in 
November, hut it was not carried info December. Having 
heard, however, that the young men of the next village w'ere 
training themselves in discipline and exercises, we w’ere im¬ 
pressed. We thought, however, that if you do fencing and 
wrestling early in the morning you will get tired, and so in 
January w'e were satisfied only to get up early. But when we 
saw that discipline and those exercises in the neighbouring 
village, we felt that the united moN'cments cultivated un¬ 
consciously the .spirit of as-sociation and obedience, also the. 
spirit of patriotism : .so now we do the discipline and cxerci.ses 
as well as gel up. You maj’ .say this is a great deal to ask from 
young men, but if you are asking for c'nnfortable practices only, 
how can a remarkable result be expected ? Young men should 
think truly over this and exert themselves. The waj we went to 
work was to have early rising and exercises twice a week in the 
winter, then three times a week, next every other day, now 
every day. 

It took the secretaries much time, to call up every member 
in the morning by their v’oices, so they got trumpets. But even 
the trumpets could not be heard everywhere, so they were 
changed to a drum, and now five drums go round. In the 
twilight, when seventy or eighty young men are assembled, 
it is difficult to discern who is there and who is not, so we at 
last arranged to assemble in a number of places for the roll to 
be called and then to proceed to the school ground to do our 
exercises together. Our latest plan also provides for keeping 
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th«' clocks and drums at the Chairman’s house. The secretaries 
cal] fjvernigJit for the decks and in the morning for the drums. 
This is a dieck on irregular awakening. Just now our attend¬ 
ance is \'ery good ; but this is only the tc'nth month of the 
year." 

There an- ^ocieti(•s for the cultiration of rice, the members 
ni which are schoolboys. Each lad becomes responsible for 
th< eulliration of a tcui, that is one-tenth of an acre, of their 
family land. Tiiis they work th(nnselvcs with the help of such 
adxiec as the schoolmaster gi\cs tlann. fn Japan, the cultiva¬ 
tion ot ;i Ian of rice is supposed to need 20 days’ labour 
iroin a man working from sunrise to .sunset. Here is the 
w.'ik diary of a boy between fourteen and fifteen years of 
a e ; 


June 3th 
June' 7tli 
June 2<ith 
Jui\ I nil 
July 27tli 
August bth 
August 8th 
.'\ugust mil 
September imli 
October lotii 


Fish manure applied, 
l.oeusts and ('thcr insects arrive. 

153 clumps of rice transplanted. 
Cullivation and (ish manure. 

Fiist weeding. 

Second weeding. 

Locusts. 

Tliird weeding. 

All ears shot. 

Some plants .suffering from bacillus. 


The bov' notes that the soil was sandy, that cold spring 
water was jicrcidating, that the aeration of the soil was bad, 
and th.al some jilants weie. laid by wind ; and he appends a 
ma]> of the plot. Marks were awarded to him as follows: 
method of planting, 15 ; levelling, 20 : care against insects, 5 ; 
general attention, 25 ; total, 65. Some boys got 99 
marks. 

Here, again, is a case in which the inhabitants of a village 
are laising a fund, entiiely on their own initiative, to be devoted 
to village improvements of a public kind. The inhabitants 
contribute according to the folL wing tariff:— 

()n the birth of a child, 2 annas ; for a wedding or for the 
adoption of a son, 2 annas 6 pie.s ; on the graduation a boy 
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(a) from the primary school, 2 annas, (6) from the advanced 
school, 4 annas ; a teacher or official on his appointment, a per 
cent, of his salary, and on increase of his salary, 10 per cent, 
of the increase. In addition, on all money rewards gained by 
officials for .specially good work, 5 per cent., and every villager 
to pay quarterly, one anna. On the basis of this assessment 
it is expected that the village will, in 57 years, own a fund, of 
Rs. 4,20,000 the income from which will be considerable. 

Turning to the work of the Village Agricultural Associations, 
we find one, in a village of less than 6,000 persons, which can 
point to " 322 good manure houses as the fruit of its labours.” 
The building of these houses has been encouraged, and is still 
being encouraged, by means of a free design and the grant of 
Re. 1-8. It appears to cost Rs. 37-8 to build a 12 mat manure 
house—a mat is 4 feet ; but 20 per cent, of the cost can be 
.saved by getting materials from the Association. Then the 
Association urges its members to cement the ground below 
their dwelling houses—this not so much for the health of the 
f;!,rmcr and his fainil)' as for that of the silkworms reared in the 
house. A flj, harmful to silkworms, winters in the soil, but 
cannot find a rcsting-i>!ace in concrete. Again, there used to be 
no cattle in the village, but now, thanks to purchases of young 
animals by the Association, and thanks to village exhibitions, 
there are 103, to the great satisfaction no doubt of some of the 
owners of the " good manure houses.” 

A word may also be said about the way in which silkworm 
rearers have been induced to keeji the same breed of stock, 
so facilitating bulking of cocoons when the Associations’ 
co-operative sales come round. A small library of silkworm 
culture books has been started in the village, and there is a 
special pamphlet for young men which they are urged to keep 
in their pockets and study ten minutes earh day ! There is 
also a general library in the village of 2,400 volumes, divided 
into eight circulating libraries. The cost of the building— 
which provides the library in chief, a meeting-hall and a 5 tta«- 
house for cocoons—is to be defrayed by the commissions charged 
for the co-i>perative sale of cocoons. There is a competitkm 
to get th» biggest yield of rice, and there is also an eXblHtiod 
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of crops, which incidentally aims at putting an end to trouble 
between landlords and tenants, due to complaints as to the 
inferiority of the rice brought in as rent. These complaints are 
more dirc'ctly dealt with by the Village Agricultural Association 
arbitrating between landlords and tenants who are at issue. 
In addition to rice and cattle shows in the village, there is 
;i yearly exhibition of secondary industries. They are things 
made of straw, such as mats, sandals, and hats. The Village 
Agricultural Association is also working to secure the planting 
of hillside waste. Some 300,000 tree seedlings have been 
distributed to members of the Young Men’s Association who 
grow them on, and ultimately, after examination and criticism, 
jiroceed to set them out as young forests. 

The f.acts set forth above point their own moral. Here, 
in fact, we can see the “ spirit of co-operation ” moulding a 
nation’s tk'stiny ; and it is the active working of that spirit 
just where it is rc'ally wanted, in the village' itself, at the very 
root of the co-operative tree, that accounts for the wonderful 
progress made by the co-operative mo\'ement in Japan. Of 
course, the movement could never have reached its present 
dimensions, and could never have become a powerful factor 
in the national economy without co-ordination of effort and 
expert organization in its higher and more technical activities. 
Rut no matter how excellent the superstructure may be, no 
co-operative system ever devised will achieve the great aims 
in view unless the people themselves, in their hundreds of 
thousands and millions, are capable of the efforts and .sacrifices 
necessary for a lasting success. 

In the three years 1909-12, Japanese co-operative societies 
increased at the rate of i .415 a year. In the three previous years 
put together the increase was 1,074 .societies ; so that we have 
before us clear proof of the advantages conferred by the law 
of 1909 with its recognition of the broader and higher aspects 
of co-operation. In 1909 there were 12,387 cities, hamlets and 
villages in Japan; in 1912 the number was 12,385. The pro¬ 
portion of registered co-operative societies to the total number 
of cities, hamlets, and villages in Japan was, on June,30th, 1912, 
75'88 per cent. The latest statistics show that 6rtper e’ent. 
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Kind <)1 co-operative society. 


Credit 
Sale ■ • 

Purcha->e 

Production 

Purchase and Sale 

Sale and I’rodnction 

Purchpse and Production 

Purchusi,*. Sale, anti ^rotluction 

('redit and Sale ' • 

Credit and Purchase 
Credit and Production 
Credit Purchase, and Sale •• 

Credit, Jhnehase, aufl Production 
t'redit, Sale, and Production 
Credit. Sale. Purcha<i(* and Production 


Number ol Societies. 


1909. 

1911. 

1912. 

1 ,Sb4 

4 . 3»6 

2/76 

I «7 

223 

229 

7-14 

779 

761 

^>4 

89 

117 

440 

52-1 

■ 534 

J 

14-2 

152 

48 

51 

54 

2< '(J 

229 

246 


3«4 

392 


1 . 4 <'i 2 

l ,»77 

1 « 


22 

1 

1 ,29^ 

1714 

1 

20 

3 " 


i'' 

45 

1 1514 

43.1 

545 


5.149 I «.o07 9,394 


of all societies are on a basis of unlimited liability. The numbei 
of Federations is given as 30, all with limited liability. The 
average membership of a society is 108 ; and the table below 


shows how the 980,000 members 
Agriculture 
Manufacture 
Commerce .. 

Fisheries 

Other occupations 


arc employed. 


82% 

4 % 

6 % 

2% 

6 % 


100 


The average working capital per member is about Rs. 150, 
and the average " savings deposit " per member about Rs. 45, 
though ijiaividual depositors with less than Re. i to tbdr 
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credit arc by no means rare. The average loan appears to be 
about Rs. 90. In all the Japanese tabfes, however, there are 
some discrepancies and great exactitude is not claimed for the 
returns. 12 per cent, is tlie rate of interest on loans, and 
() {x;r c<-nt. tlie rale on deposits. 


CHAPTER III. 

()vi:Kwnin.MtN(; impoktancic of agkiculturk in the Central 

I’UOVINTES—AORICULTt'RE THE SOURCE OF FUTURE 
INDUSTRIAL DEVELOP.MENT—CLASS INDUSTRIAL SOCIETIES 

NOi KEcoM.MENDED—P eople’s Banks the best for 
iNDi^sTRiES' German model—Italian model—People’s 
Banks- Co-opERATivF, Stokes and industrial develop- 
mp.nt. 

In tlie Central Pn)\'inces and Berar the mouza, as the 
village is <'alled fur purpo.-es of revenue administration, presents 
a well recognized unit, and in all except the remoter areas is 
determined by definitely r,ur\'eyed lioundaries. In the case 
of small villages the nionzu consists of a .single, collection of 
houses in nliicli the cultir'ators of the surrounding fields reside 
together with the few artisans who practise the rude industries 
necessary to rural life. In the case of the larger villages, the 
extension of the cultivated area or the crowding of the village 
site has sometimes necessitated the distribution of the surplus 
population in hamlets situated at a short distance from the 
central village. These hamlets are, for administrative purposes, 
as well as in the social life and sentiment of the people, treated 
as a part of the village to which they belong. The majority 
of villages are small ; large c-illages are associated with extensive 
blocks of cultivation and a development of social, commercial, 
and industrial life to which the people have, as yet, seldom 
attained. There are two cities only of more than 100,000 
inhabitants, Nagpur and Jubbulpore. A town being defined as 
" a continuous collection of houses permanently injiabited by 
not less than 5,000 persons," there are only 117 toVjns in'the 
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Central Provinces and Berar. The average population per 
town is 10,368 persons,'that per village being 311 only. 76 i>er 
miUe of the population reside in towns, and 924 in villages : 
and, viewed from the aspect of employment, the people of the 
Central Provinces and Berar are essentially agricultural and 
pastoral. In fact, only 24 per cent, of the total population 
(which is not quite 14 millions) are ('iigageu in pursuits other 
than agricultural or pastoral ; and only 10 per c('nt. of the total 
population are employed in industries of different kinds. 

Of this TO per cent. 3 per cent, are engaged in textile 
industries ; and here, it must be pointed out, that while the 
proportion of the population employed in industries is evidently 
on the decrease, that engaged in agricultural and pastoral 
pursuits is on the increase, the figures for the latter in iqoi 
being 735 per mille, and in 1912, 787 per niillc. Thus, indus¬ 
tries on the decline are tlio.sc of cotton wea\’ing. bleaching, 
flyeing, bangle-making, oil piessing ; while the condition of 
artisans engaged in the manufacture of metals is not satisfac¬ 
tory.* On the other hand, industries organized on a broad 
commercial basis (mines, factories, and tin; like) wall, in cour.ic 
of time, develop and gather strength. It is the opinion of the 
present writer, after many j’ears of practical expeiience, that 
Ixjfore there can be any real demand for ad\'anced forms of 
industrial co-<>peration in the Centra' Prox’ince.-. and Bciai, 
the country must proceed much further along lh(‘ path of modern 
educational, co-operative, and commerci.il progress. Any 
attempt to prop up decavong industries, that is to say industiies 
the products of which arc being pushed out of the market by 
totter, cheaper, and more popular articles by means (d 
co-operative credit is doomed to failure. The gr.iduai cessation 
of demand is a factor in the situation which co-operative organi¬ 
zation cannot cope with ; and, in di-aling with societies of 
or, let us say, of metal workens, the fundamental 
principles of co-operative banking, namely, that every loan 
must be put to a productive purpose and must leave the borrower 
the better off for the use of the money, cannot but be violated. 


* • Cir Mr. Marten's C^isos Report )( i9i2< PP* *S*» *53» 
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in every case in which the borrower, as a producer, cannot 
hold his own and make reasonable profits in the market open 
to him. In plain words, and speaking g(;norally, with the condi¬ 
tion of whal arc sometimes termed " cottage industries ” before 
him, the co-operative banker cannot consider a "class” co- 
operaliv(> industrial credit society, e\'en with unlimited liability, 
to be a sound business pro]X)sitioii. Nor, because of this state¬ 
ment of tlie case, is it necessary to condemn the writer as a 
jiessimist. The financial dangers to which whole societies the 
incmln'rs ol which follow the sanu' trade' or calling are, exposed, 
havi: been ]toiuted out again and again by expc'rt authorities ; 
and, when^as tlie agriculture' of tlu' Provinces covers a wide 
range of climatic and trade conditions, and, therefore, lends 
it-ell to the financial stability secured by co-operative organiza- 
linu (if a sufficiently broad kind, the cottage industries of the 
Province do not, as such, lend themselves to any known form 
ol co-operative organization which observes strict business 
princi])les. And without such observanci' no bank can be 
safe for its sluireholders and depositors. 

If tlu'ii the student asks “ W'hat is the future of industrial 
co-operation in the Central Province.s and Berar ? ” he may be 
answcH'd as follows;—As co-operation in agriculture proceeds 
and makes headway, the people of this agricultural Province 
will become better off. Fresh aspirations, fresh needs, fresh 
d('mands will inevitably produce corresponding sources of 
supply. The lesson to be learned from other countries is that 
improved agriculture jraves the way for the creation of new 
industries. Agiiculture is, without doubt, the keystone of the 
economic development of the Pro\-ince ; and from its agriculture 
as well as from its mineral and other natural resources there 
will, in course of time, develop industries not yet thought of. 
History has a way of repeating itself; a country must walk 
before it can run ; and co-operation in agriculture will lead 
to industrial co-operation. Meanwhile, a great deal can be 
done for selected individual artisans and traders and other 
classes as well by means of suitable organizations for the 
provision of reasonable credit and, above all, the promotion 
of thrift. S 
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OBRMANY AND ITALY—A CONTRAST. 

It is not improbable that the views above expressed will 
fail to find acceptance with every one of my readers. Later 
on, it will be discovered that I have some suggestions to make 
which must lose their force unless we now proceed to examine 
certain aspects of “ industrial co-operation.” 

Germany and Italy.—A contrast. 

Co-operative credit institutions are of two classtis, according 
to the occupation of their clients ; town or industrial, and rural 
or agricultural. This division is not quite; thorough, for the 
bigger farmers usually keep their accounts with the town bank 
or society, not being able to obtain sufficient accommodation 
in the small rural concern. Both in Germany and Italy about 
30 per cent, of tin* membets of ” People’s Banks ” are returned 
a.s agriculturists, Ijcktuging probably to a particular section of 
the landed community which is above the humble peasantry 
but below the substantial landlord. 

The student must distinguish clearly between industrial 
and commercial credit ; co-operative industrial credit aims, in 
theory, at those who having no material capital, save perhaps 
some tools, yet possess a moral capital in their honesty, industry, 
and skill. Those particularly in view are urban artLsans. The 
small industrialist provides the reason for the existence of the 
“ People’s Bank,” which is the term generally applied to 
institutions for the provision of co-operative industrial or 
urban credit. In actual fact. People’s Banks include amongst 
their clients, tradesmen, master artisans. Government officials, 
and persons of a status \ery much above that of the small 
industrialist. 

German Model. 

The Schulze-Delitzsch " People's Bank ” is an association 
created to provide ciedit facilities lor its members only. The 
necessary funds are raised by two means, one of them material, 
namely, .share capital and unlimited liability. Each member 
must subscribe one share, and, where as is usually the case, 
liability is unlimited, one share only. The society has thus a 
variable, a^ provided it is not decaying, an increasing capital. 
The 'shared fixed as high as pos.sible, i.e., as high as it can be ' 

ta 


r». 
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without shutting out small industrialists who have credit needs 
to satisfy. The actual sum varies from society to society, but 
the minimum is about Rs, 90. The object of the large share is 
two-fold, the provision of a working capital and the encourage¬ 
ment of self-help’’and thrift. The latter object was especially 
prominent in the eyt's of the founder. The share can Ix^ paid up 
at once or in small instalments, all profits being credited to a 
share until it is fully paid. It is to the interest of a member to 
pay up his share as socai as possible, because he receives dividend 
upon the amount yjaid up onl)'. 

The profits of the society are distributed in two jiarts ; one 
part to the reserve fund and the remainder to the shareholders, 
according to the size of their shares. The nsserve fund, which 
is obligatory by law, usually amounts to about 20 per cent, 
of the share cairital, but the tendency is to increase both share 
capital and reserve as rapidly as possible, the shares being made, 
greater in amount. Th(' entrance fees of members, which are of 
small amount, are added to the reserve fund. It is customary 
to devote all the profits of the first year or two to the reserve 
fund and afterwards 15 to 20 i)cr cent. The reserve fund can 
only be used to cover losses ; and on\' slninkage must l>e 
immediately replaced. 

.Shares and reserve fund, together with unlimited liability, 
where this occurs, constitute the. .secure basis on which further 
supplies of capital are obtainable. These are (a) deposits, (6) 
re-discounts by an outside hank. 

Deposits may take se\’eral forms : 

(i) Small savings accounts cither of non-members, who 
therefore cannot borrow, or of members w1k> do not borrow. 
This generally is a desirable means of adding to capital, and 
often essential to the bank’s successful operation. It is cheap ; 

3 to 3i per cent, being sufficient to attract money, while at least 
5 per cent, is charged for its subsequent re-employment. The 
co-operative banks, having a more remunerative use for their 
money, are generally able to offer better terms 4 o depositors 
than the savings banks, first by a higher rate of interest, secondly, 
by reckoning interest from the day of deposit t<f the day of 
withdrawal, instead of by clear months. It is steadysince 
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the chief depositors are not traders who continually withdraw 
and replace their funds, but savers purely and simply, clerks, 
wage-earners, peasants in agricultural districts, and especially 
junior members of families who perhaps contemplate marriage 
and the acquisition of a liouse. It is found that the savings 
accounts are higher in small than in large towns, where the 
banks have to face the strong competition of municipal savings 
and ordinary banks. Although savings are usually reliable 
and steady sources of capital, they are apt in times of stringency 
to be suddenlj* withdrawn in large quantities. If, therefore, 
the proceeds were invested in three month loans, and a number 
of depositors were to demand their money at the same time, 
the bank might come to a sudden ci Ilajjse, not because any of 
its advances had gone wrong, but merely because of a momentary 
lack of funds. The contingency is generally guarded against 
by fixing a notice term varying from two w'ceks to twelve months. 
This is made agreeable to depositors by grading the rate of 
interest according to the, length of the term. The bank cannot 
be legally called upon for payment within the agreed term, but 
it is usually prepared to pay on the request of dejjositors, who, 
however, in this case, forfeit the proportionately higher rate of 
interest. 

(2) So-called “ deposits ” differ from the savings accounts 
by being larger in amount and helu often on shorter notice. 
This department requires to be handled with considerable caution, 
since a slight mistake in the rate of interest given or in the 
investment of the money may involve serious losses when large 
sums are in question. For tliis reason it is only the larger 
societies with highly trained officials which open deposit accounts, 

(3) Drawing account^. These are virtually, though not 
technically, “ deposits.” They may be worked with or without 
the cheque system, though obviously they an: most useful with 
cheques, which are now coming into favour in Germany, and 
which have not to pay, as in England where the system is so 
much more matured, a penny stamp per issue. The bank acts 
as payman for its customers up to the limit of their accotints, 
paying eithtf the customers themselves or the creditors in 
whose* favour the cheque is made out. Obviou^y a notice term 



COMPARATIVE STUDIES. 


ould destroy the chief use of the system. Therefoie, on the 
le hand, the bank must keep sufficient ready money to meet 
1 demands without delay, and, on the other hand, it can only 
ford its customers low interest. Such accounts may be held 
Y members rtr non-members. 

(4) Special loans for special circumstances, such as the 
hensioii ol premises. These can be raised from individuals, 
)mpanies, or other credit societies. 

(5) Public monies, such as communal savings banks funds, 
hieli are desirable because nut likely to be withdrawn suddenly, 
it which at the same time cannot be obtained unless the bank 
IS a reputation for iierfect security. Unfortunately for credit 
leicties in Germany, they do not count legally as trustee 
iNcstmont institutions, althougli they may be created so by 
lecial euaclinent in any particular_ State. 

The funds obtained from all the above .sources flow' into the 
aiik, <iud are utilised by the bank in whatever way it chooses, 
hey are thereby distinguished from the other source of outside 
mds, the re-discounts with outside non-co-operati\’e banks, 
le-discounts arc obtainable only on credit granted in the form 
f a bill of exchange. The priKX'dure wall be intelligible when 
le bill of exchange has itself been explained. 

What is the nature of the credit furnished by the co- 
poratic'c banks to their members ? It is either (i) a loan, 
r (ft) a discount of a trade bill of exchange. 

(f) I.oans. —These may be granted in tw'o different ways, 
irst, in the form of a single definite advance of money, 
econdly. in the form of a credit limit, within which the borrower 
ray draw, as his needs arise ; here the maximum credit possible 
i fixed by the society; the actual credit utilised is determined 
y the borrow'er. This is called the " Konto Korrent ” or, as 
.'e know it from Scotland, cash credit. 

The advance may be drafted in one of tW'o styles, e.g., 
ither " I owe the bank the sum of Rs. 100, and promise to pay 
: months from now,” i.e., a promissory note; or “ x months 
rom now I will pay to the bank against the bill of exdiange 
he sum of Rs. 100,” i.e., an advance bill of exchange. The 
ame operation is effected on either plan. The borniwer receives 
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a sum of money from the bank and eventually pays back that 
money to the bank. But the advance bill of exchange is 
preferred by the banks for the following reasons : (i) the validity 
of the advance bill expires sooner than that of the promissory 
note, so that the bank cannot in its own interests allow payment 
to be overdue for more than a limited period ; (2) in the event 
of the borrower’s default, it f>ermits more summary means of 
legal redress ; (3) the bank can, if requisite, re-discount an 
advance bill, but not an ordinary promissory note. 

German banks, however, will not re-discouut an advance 
bill when drafted in the u.sual ft<rm abovx' quoted, but only 
when drafted so as to resemble a trade bill, without, of course, 
really being one. This is because under German law the latter 
form gives the outside bank a securer position. 

The advance may be gi^•cn against four different forms of 
security : (i) the pledge of one or two friends ; (2) land mort¬ 
gage ; (3) deposit of collateral, whether in the form of scrip or 
valuables ; (4) no security at all except the good name of the 
borrower. 

The security is the means by which the society protects 
itself against the possible default of the borrower : until the 
borrower defaults, the security plays no part. The first form 
of security, the per.sonal pledge, is the keystone of the Schulze- 
Delitzsch system. The pledger is always an intimate friend 
of the borrower, often a brother or cousin. He is induced to go 
security, either out of personal affection or on the ground that 
one good turn deserves or ■will deserve another. Perhaps the 
borrower has done him a service in the past : if not, he will 
probably be willing to assist him in the future. The bank 
must, of course, take piccautions that two friends do not go 
security for each other at one and the same time, since in this 
case, what would present itself to the bank as four guarantees, 
contains in reality only two. The superioiity of the personal 
pledge over any material form of security is that it lends itself 
to supervision of the borrower’s conduct. If the pledger sees 
the borrower misusing his loan, he can lodge a quiet jMTotest: 
the deposit^ coUateral or the land mortgage cannot speak, 
they can omy be forfeited. 
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Land mortgages and collateral are certain assets, while 
the personal pledge may be worthless, if the bank has misjudged 
the man’s character. If, however, collateral security takes the 
form of scrip, there is always the danger that the shares may 
Ixcomc wortiiJess through the failure of the concern in which 
they aie held or that they may deteriorate in the ordinary 
cour.s(! of market fluctuations. The bank guards itself against 
the first contingency by accepting only shares in National 
Securities, State or Municipal, and industrial paper of the 
higiic-st cla.ss, which it can be certain of cashing instantly on the 
open market: against the second contingency by only advancing 
on tliose shares a sum up to three-quarters, say, of the present 
valu(, which thus allows a safe margin of one-quarter for a fall. 
The l)orrow(M' preders the advance of three-quarters from the 
bank on the shares to a direct use of them by conversion, because 
he continues to draw his interest and avoids disturbing'his 
investments at moments, perhaps, when their realisation might 
cause him loss owing to unfarourable market conditions. 

The land mortgage .secuiity is not generally offered in insti¬ 
tutions pie-eminently industrial, and ought to be offered even 
less than it is. Moreover, direct dealings in land or houses, 
which might tie up the funds for a considerable time, ate 
discouraged in People’s Banks, where much of the working 
capital is liable to bo withdrawn at short notice. 

A peculiar form of advance credit is known as " Fidelity 
Guarantee.” A member of a bank may be engaged in contract 
business, where cautions are demanded from tenderers in 
amount such as he. is unable to pro\-ide. There the bank can 
render useful assistance with no risk to itself. The member 
does not take the monev from the bank and does not, of course, 
pay interest on it. He merely pays a preliminaiy fee, in return 
for which he is allowed to write down on his guarantee sheet 
a sum equal to the required caution. 

The second way in which loans are granted is by cash 
credit (Konto-Korrent). The loan runs in the following style, 
e.g.: “ At sight 1 will pay to the bank against this bill of 
exchange the sum of Rs. loo.” The borrower does not take the 
money in a lump sum from the bank, as in the ordin^ advance. 
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He uses the bank as a safe, generally conveying the money to 
aiid fro by cheque, paying in sums received in the course of 
his business, and paying out sums owing. But unlike the mere 
drawing account, he can overdraw his account up to the limit 
allowed him in the original agreement (in the above example 
Rs. loo). If he took the whole sum away from the bank, as 
in an ordinary advance, he would ha^’e to pay interest on the 
whole. By the system of cash credit, he pays interest only on 
the sum standing to his debit from time to time ; if he has a 
surplus instead of a debit, lie receives instead of pa3'iug interest. 
The member with a current account lias thus throughout his 
business life a jxirmanent source of credit. .\s in tlic ordinary 
type of ad^’ance credit, personal or collateral security is as a 
rule required. Sometimes, however, cash credits are opened 
on no other security than that of the borrower's personal reputa¬ 
tion. This can be done more safely in a current account than 
in a simple advance, since the bank can keep an accurate 
check on the member’s position through the continual stream 
of receipts and payments occurring under his name. In all 
cases of cash credit the bank can adopt in self-defence the 
extreme measure of cutting off the credit at a week’s notice. 
The Konto-Korrent is an imitation, conscious or unconscious, 
of the sj'stem of cash credits in .Scotch banks, with the difference 
that in Scotland the credit receivers need not be shareholders, 
i.e., members of the bank. 

(it) Discounts of the Trade Bill of Exchange .—Such a bill 
reads as follows : ‘‘ Three montlts from the present date do you, 
A, pay to the account of B the sum of x rupees.” This is signed 
by C and countersigned by A. C, the drawer of the bill, is a 
member of the credit bank ; B, the remittent, is the credit 
bank itself ; and A, the acceptor, is the debtor of C. In other 
words, C has rendered to A goods or services for which the latter 
is allowed by law and commercicJ usage to defer payment for 
a space of three months. But C wants his money immediately ; 
therefore he sells his claim to B, the credit bank, which takes 
over the debt after deducting a discount. The only stipulatkm 
of the bank is tliat it shall know the acceptor. A, to be financially 
sound. Tik trade bill thus differs essentially from the loan. 
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The bank grants a loan to its member, in order that he may 
engage in a future transaction; the bank discounts a trade 
bill for its member in order that he may obtain immediate 
payment for a transaction already accomplished. The loan 
will miscarr}', if tlie member fails to make a profitable use of 
it : the bank therefore is concerned with tlie solvency of its 
member. Tlie trade discount can only miscarry if the third 
party, witli whom the member has done business, fails in the 
interval ; the bank th(;refore is concerned with the solvency 
of the outside party. If the loan is not refunded, the bank 
falls back oii the security. If the bill is not paid at maturity, 
the bank calls on the member from wiiom it has received it. 

Tlie importance of tlie distinction becomes obvious, when 
the question of rc'discounting, i.e., re-selling a bill to an outside 
bank arises. The outside bank will take either kind of bill 
for re-discount, provided it contains two good signatures. But 
the co-operative bank still retains a diiect interest in the 
re-discounted bill, if this bill is an advance bill. For an advance 
bill signifies a loan and, if, as usually fiappens, the borrowing 
members desire a renewal, the co-operative bank must negotiate 
with the outside bank to consent to this renewal. The advance 
bill is, therefore, less suitable than the trade bill for re-discount. 

But why does a bank re-discount at all ? Because it has 
not itself sufficient funds in its coffers to hold until maturity 
all the bills presented to it. By re-discount it obtains indirectly 
an addition to its funds. What does a bank gain by buying 
with one hand and selling with the other ? It can sell cheaper 
than it buys, because in selling it adds its own signature to that 
of the individual creditor : so that if the debtor defaults, the 
final buyer has two securities, the bank and the original creditor. 
It would seem, at first sight, that the credit bank has here an 
unlimited possibility of small gains without risk ; for, if the 
bill is dishonoured, the bank can call upon the original creditor 
to make it good, and he in turn can sue the defaulter. But 
there is a serious danger owing to the course of procedure in 
case of default. The dishonoured bill returns to the original 
owiMT by the same road along which it left him, cr^tor, credit 
baidt, outside bank—outside bank, credit ban^ creditor. 
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Therefore the credit bank, though perhaps ultimately secured 
by the creditor, cannot demand respite in which to recover from 
him. If the credit bank cannot at once satisfy the outside 
bank, it is dislionoured and must enter on liquidation. 

Akin in form to the trade bill, is the banker’s acceptance, 
or accommodation credit. This is a trade bill without any 
trade. The bank “ accepts ” an imaginary debt, declares 
itself liable to pay so much to the holder of the bill at the end 
of three months. The drawer of the bill, the member of the 
credit bank, does not, of course, discount the bill at his own 
bank, as he would an ordinary trade bill, but takes it to another 
banker, who discounts it on the guarantee of the credit bank’s 
signature. This is an easy metliod of granting credit, but it 
is very perilous. The bank creates a burden of liability which 
is not felt at the time and which must descend on it sooner or 
later. Although safe enough for a large joint-stock bank, 
which draws deposits perhaps from a whole country, it is too 
dangerous for a small credit bank of limited area. The employ¬ 
ment of the acceptance by credit banks is very rare ; and, 
where employed, it is generally unjustifiable. 

Such is the work of the banking unit after the Schulze- 
Delitzsch or German model. It is ('bvdous that technical 
operations of this description could not well bo undertaken by 
amateurs. They are directed by a committee of three members, 
sufficiently salaried to enable them to devote their whole time 
to the business. The members of the committee divide up their 
work ; one attends to the money department ; a second to the 
accountancy department a third is general chairman--his 
business, it has been .said, is to worry the other two. Two 
signatures are necessary to every transaction -o as to afford 
a mutual check. Their responsibility is joint and undivided. 
These three, constantly present at the society’s office, which is 
sometimes in appearance a building as richly equipped as any 
joint-stock hank, conduct the business of the .society. It is 
they who judge of a member’s cn fJit-worthiness and regulate 
the employment of the funds. The general as.sembly elects 
them for three years and sets limits within which they must act. 
If tliey ^erstep this, they may be discharged; but thmr 
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actions liold good as against third parties. The Council of 
Control inspects their work from time to time, but it does not 
engage actively in the business. If a member of the Managing 
('ommittce himself requires credit from the society, he must 
obtain the special sanction of the Council of Control: if a 
member of the Council of Control requires credit, he must 
olitain usually the .sanction of an extra committee, established 
so recently as 1904, called the “ Valuation Committee.” 

So determined was Schulze-Delitzsch that his societies 
siiould ha\(' no suspicion of charity about them that he not 
only paid salaries to all who worked for the society, but also 
oflered the Managing Committee a bonus calculated on the 
amount ol the turnover. This might be welcomed by ignorant 
enthusiasts as sonudhing realh’ co-operative, as a meritorious 
(ase rif profit sharing. In reality it is a wiong policy. In 
ordinary business the profit shewn by an audited balance sheet 
is a fairly safe index of prosperity. In banking an immediate 
profit can always be rc'alised by unsafe advances of credit, the 
unsafeness of which cannot be detected by others than the 
directors tlii'inselves. The Managing Committee is, therefore, 
constanth tempted to delight its .society and enrich its own 
pockets In showing a high rate of profits. Next year the crash 
ma>' come, but by that time the Managing Committee may 
have disappeared along with its bonus. A People’s Bank 
recently established in the Rhine Provinces appointed a Managing 
(.'ommittee of throe ambitious >'oung men, who were desirous 
of rivalling a long-established country bank in their district. 
They accomplished this in a single year, but a large portion of 
their business was made up of reckless advances to a corn 
merchant on no other security than the latter’s property. The 
merchant failed ; his property was found to be nearly worthless: 
the bank lost the major part of its loan and liquidated: the 
Managing Committee decamped. 

The Refects generally remarked in the Schulze-Delitzsch 
People’s Banks are as follows :—(i) The shortness of the loan 
term, which is, for loan and trade bills, three months. Cash 
credits are usually granted for five years, sometiines however, 
for shorter periods. If the member with a cash crew does not 
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mobilise his credit, t.e., if he draws up to the limit and pays 
in no receipts, the bank calls in the account, thus indirectly 
forcing him to short term uses of credit. It is true that for the 
average agriculturist the loan term is too short, but for industrial 
and trade purposes it is long enough, especially as advances 
are renewed three and e\’en four times if necessary. It was 
a fundamental point with Schulze-Delitzsch that the terms for 
loans should be ms longer than that which the hank enjoys for 
its own borrowings; and the majontyof deposits arc usually 
subject to two or three nun.lhs’ notice' ol withdrawal. By 
some this principle is held to be ernaieoii.s. It is urged that 
all banks trading chiefly in money at call lock up much of their 
funds in long term business , while, in some countries, savings 
hanks place half their funds on mortgage. It is said, therefore, 
that the amount of reatU’ money really needed by the bank is 
not the maximum which might be required, but a little over 
the a\’erage which experience shows is required. 1 will merely 
remark that experience must be long Ijefore averages can bb 
deduced ; and that a\eragis go by the board during times of 
acute financial crisis. It is a poor bank indeed whicli founders 
in calm weather. During 1914-15 the co-oj)eiative banks of 
th.c Central Provinces and Berar met demands from depositors 
to the extent of Rs. 15,00,000. 

(ii) It is found that indefiniteiiess of area leads to a loss of 
the co-operative bond, and to a difficulty in obtaining informa¬ 
tion as to the borrowers and sureties, 'riie fault exists only in 
cases in which organization is defectivr; and to(i much is 
attempted 

(iii) There is said to be an entire absem e of control over 
the use to which the loan is put ; it is even stated that petty 
usurers obtain loans to no .small extent and lend out the 
proceeds in their own busmess. Now minute control, which 
may be necessary and convenient in agriculture, is unnecessary 
and intolerable in industry. In the first place, once granted 
the discovery of a member’s sounthr ss, the very channel through 
which credit is given is, in the case of the current account and 
the trade bill, an automatic register of its productive use—> 
presitmabi^ productive, that is to say, for no supervision of aaay 
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kind can ensure that a product is piofitably sold. In the 
second place, the movements of industry are apt to be quick 
and difficult of observation. It is impossible to inspect the 
effects of the new capital put into an industrial business, as one 
might in.spect by daily visit the obvious and steady progre.ss 
on a farm. 

(iv) Much has been made of the occaMonally high dividends. 
These rang(‘, it is true, in the case of German People’s Banks, 
as high as 20 per cent. ; but 75 per cent, of the Banks pay 
dividends between 5 and 7 per cent. Exceptionally high 
dividends would lie impossible in tlie Central Provinces and 
Herar, for a limitation on dividend is always imposed as a 
condition of registration upon societies which distribute 
profits. 

(v) Consideralile ilissatisfaction is expressed because 
People’s Banks are losing their hold on the small worker ; small 
accounts are being refustnl ; the management is getting into the 
hands of big men. But an accpiainlanr.e with the facts discloses 
not that liig men are capturing and driving out the, old 
members, but that a growing peicentage of the original small 
members is becoming big. Schulze-Delitzsch .secured the 
position of the small industrialist under the new conditions of 
modern industry by supplying his chief want, namely, ready 
capital. But he could not secure that he should remain small 
if opportunities for expansion offered themselves. The small 
farmer will quite likely lemain a small farmer, even though or 
rather because he is succe.ssful. But the successful member 
of a town bank is more likely tlian not to become a compara¬ 
tively big man. Statistics prove that the percentage of hand 
workers to other classes enrolled m membership of the German 
People's Banks is gradually declining. 

Both town and country banks are formed into higher 
Unions and Federations for general organization and educa¬ 
tional propaganda ; the country banks also unite for credit 
business. The higher union, both in toum and country, is also 
itself the organizing centre for associations not primarily concerned 
with credit. But in the town the general union, is nothing 
more than a rallying point and intelligence office Vor groups 
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co-operative central banks in tlu? Central Provinces with 
respect to industrial societies. 

Italian Model. 

What Scluilze-Delilzsch was to Germany, Signor Luzzatti 
has been to Italy. Like Schulze-Delilzsch ho began tentatively 
on a small scale in the town in which he lived. The People’s 
Bank of Milan started in 1865 with a capital of only Rs. 420, 
Luzzatti himself being the “ millionaire ” shareholder with a 
subscription of Rs. 60. Perhaps the most striking feature of 
the Italian co-operative inox’cnient as a whole is the fact that 
it was launched (,nly fifty years ago “ in a rountry degenerated 
from its former greatness, dominated till of late by a foreign 
power, only recently iiniteti under one sovereign, poor yet 
hurdemd with taxation of tlie gravest character and a general 
conscrijfiion, with a rural population uneducated, .suspicious, 
poor, highly conscr\’ative, and wholly unaccustomed to 
concerted action except within their village limits, and in immense 
numbeis mere tenants or labourers, absolutely ignorant of 
banking and usury ridden to a degree seldom approached. 
Such, in many parts of Italj’, weie some of the conditions which, 
to theory, make pojnilar and agricultural credit impossible.”* 
A f(‘W men, howe.vm-—-Luzzatti, Wollemborg, Vigano—made 
an accomplished fact of a seeming impossibility, once more 
])roving that all great enterprises an; “ impossible ” at first. 
We are, however, concerned here with Italian People’s Banks 
only. 

The Italian banks differ from the German model in five 
special points. First, the administration is more democratic. 
The representative organ is the Board of Administration, a 
large board which controls on the one hand the paid officials, 
the manager, chief cashier, book-keeper and subordinate clerks, 
and, on the other hand, the Committee of Control or Auditors, 
consisting of 3—5 members selected from the Board of Adminis¬ 
tration itself. They are assisted by two committees, unknown 
to Germany; by the Discount Committee, 15—40 in number, 

• Sir F. Kichdson's " Report regarding the possibility of introdottng Land and 
Agricultural Banks into the Madras Presidency," Voi. 1 , p. 162, ^ 
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which advises on applications for credit with the help of a special 
register containing the credit limits allotted to each member. 
This register passes under revision once every six months and 
even more frequently. The second auxiliary committee is the 
Risks Committee, which watches the use of credit already 
granted and secures prompt repayment. In ca.ses of dispute 
there is a special court of appeal called the Probiviri, or arbi¬ 
trators. Legally, the German Managing Committee and the 
Italian Board of Admini.stralion are parallel organs. But in 
Germany the Managing Committee is a body of three, director, 
cashier, and book-keeper, managing credit grants as well as the 
daily course of business, subject only to the supervision of the 
Council of Control, which is uecessarilv independent of it. In 
Italy the Board of Administration is a body of amateurs, which 
with the help of two further amateur bodies decides upon the 
granting of credit, and controls generally not only the paid 
officials, who perform the daily business duties of the German 
Managing Committee, but also the auditors, who supervise the 
books of the paid officials. Such a constitution is more secure 
and more educative, if only it can be economically worked ; 
and it has been so w’orked in Italy because of the willingness 
with which Italians as a race serv(; gratis in corporate institu¬ 
tions, although the most onerous duti(',s are involved. 

Secondly, the liability of the shareholders is limited. 
Unlimited liability was a kind of fetish to .Schulze-Delitzsch, 
the sine qua non of all co-operation. Liizzalti had the genius 
to see that, though suited to the Germans, who had been accus¬ 
tomed to it since the --.tablishment of land banks with 
unlimited liability and compulsory membership by royal decree 
in the middle of the i8th ceihury,* it was alien lo Italy, where 
organized credit w'as unknown and where there were greater 
extremes of rich and jroor, who could not have been induced 
to co-operate on a ba.sis of unlimited liability. Ihe Italian 
banks were saved from the doom pronounced by Schulze- 
Delitzsch on any other than an association of unlimited liability, 
namely, impossibility of commanding outside credit, by the 

• C/. Wolfl, Co-opeiativ3 Credit, Cbapter IX 
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readiness with which the communal savings banks and the 
Friendly Societies recognized them as a secure investment for 
llieir funds. The shares in Italy are smaller than in Germany, 
a\eraging Rs. 24, but the\ must be paid up within a time limit, 
usually ten months. 

Thirdly, llie cliief channel of credit has always been the 
bill of exchange, ad\'ance bill 01 trade bill. The popularity 
of tliehc mediums is in part due to the fact that bills of exchange 
have been familiar to Italians from the middle ages. It is 
said* also (hat the I)anks like bills of exchange : first, because 
it is easier .to refuse renewal if (he borrower is making bad use 
oI (he loan or lias not already jiaid a jiart ; secondly, because 
tlie\’ can be easily re-discounted. The chief re-discounting 
lioiiM' is itncll a co-oj>erati\e credit liank, iianiel)% the great 
J’opular Hank of Milan, with wliich tlie smaller banks have 
account''. The Bank of Milan, on being in.stuicted by the 
smaller banks that a inembei of the lattei, who.se advance bill 
it holds, desires a renewal, liolds over the bill for another term 
of three months or more, in the same way as the Prussian 
.‘itate Hank. In h ranee also, where the Bank of France has 
special relations with the co-o])erati\-e hanks, the same method 
is pursiu'd. 

Fourthly, w'hile feeling the same tendency as in Germany 
towaids the neglect of the small man, the Italian banks have 
combated it not only in speech, but in deed. Where the funds 
are limited, the pieference is given to smaller loans. Moreover, 
where funds permit, some of the richer banks, in addition to 
the ordinary credit business with members, make sjjecial loans 
to poor non-members on no security but the latter’s good 
faith {prestito still 'oitorc). In such cases, however, loans may 
not exceed Rs. 60, and two witnesses as to character are 
required.f Although the loans are always repaid ultimately, 
they are not productive loans so much as loans in anticipation 
of wages, parvnbroking operations with the pawn excused. 
Many of'the banks har’e decided to make no further grants, 


* C/. Nicholson, op. cit., I. loK. 
I Cf. Nicholson, Vol. I. p. i66. 
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unless the borrowers belong to a Friendly Society—which 
illustrates exactly their non-trading'character. 

Finally, the banks have not held themselves aloof from 
industrial associations of producers which are, in Italy, workers’ 
societies not the supply and sale societies of Germany. The 
German associations of small producers are not workers’ societies 
proper. The members start and end as independent producers ; 
they buy raw materials in common, use machines in common, 
sell their products in common ; but the commodities raised 
belong to individuals. They generally fail, because their 
structure is unsuited to modern conditions. The workers' 
.societies, on the othei hand, are organized on motlern lines; 
in the private factory, the company, or firm, or individual 
owms the business and jiaj's wages. In the. workers’ society 
the society owns the business, and pays wages to and distributes 
profits amongst its numibers who are the workers themselves. 
The workers’ soc.ietj- is within tlu' sphere of modem industry ; 
it does not appear until modern industry has revealed its mean¬ 
ing. Lastly, it must be remarked, that the larger workers’ 
societies, being strong, bank in the ordinary fashion. Accord¬ 
ingly, the ax'crage loan to indixddual societies of workers is by 
no means large. Except in England, Fnirce, and Italy, societies 
of workers hard!}' exist. 

For manj' years Italian e.o-operaiors did not tak<; kindly 
to concerted action on the scale exemjilificd by tlu: German 
Federations and Unions. The Raiffeisen system, as we have 
seen, is that of centralised control ; the .system of Haas one 
of local autonomj'; Luzz'uli has always inclined towards a 
system of autonomous, independent banks. But the Italian 
banks have frequently established branches, -ometiraes as 
mere auxiliaries, sometimes as self-governing colonies destined 
for ultimate independence. Town and country banks, more¬ 
over, have never been jealous rivals, for there is not in Italy 
a hard and fast dividing line between the large town bank and 
the small country bank. Until ver\' lecently there were (t) a 
few big town banks with country branches, (it) a number of 
banks embracing districts with town and country members, 
(iii) a’ few^ery small town bank; for artisans only, and (to) 



162 


COMPARATIVE STUDIES 


the country banks projier. In October, 1913, with the advice 
and appro\'al of Signor Luzzatti, the Italian People's Banks 
united to form (i) a Federation of Co-operative Credit Institu¬ 
tions, and (n) a Federal Bank of Co-operative Credit Societies. 
The Federation is for mutual discipline, guidance, and support, 
and also for inspection. Funds are provided by the affiliated 
institutions, the entrance fee being Rs. 600, and the yearly 
contribution Rs. 120 for every vote to which an affiliated institu¬ 
tion is entitled. Votes are proportionate to working capital, 
the .scale for owned capital being more liberal than that for 
borrowed capital. There is a further obligation, too, to keep 
witli tlie F(!deral l^ank a deposit of at least Rs. 12,000. The 
Federal Bank is registered as a limited liability co-operative 
society, with unlimited capital, and is the central organ for the 
common action of the Federation. Not only is it the object 
of this bank to centralise the control of finance in its broader 
and higher departments but also to establish its own branches 
in areas where none of its members e.xist. Tlie executive 
authorities of the Federal Bank are (a) the general meeting of 
the representatives of the adhering institutes, [b) a board of 
management, consisting of .seven members elected by the general 
meeting from amongst the representatives of the adhering 
institutes, (c) arbitrators, three in number, elected at the general 
meeting, who decide all disputes that may arise amongst 
members,^ or between members and the Bank ; there is no appeal 
against their decision, (d) the president, who is chosen by the 
board of management from among its members. He is the 
legal representative of the Bank, and has very wide powers of 
superrasion and control. He is chosen by the board of manage¬ 
ment from its members, holds office for three years, and may be 
re-elected. The profits of the Federal Bank are to be distributed 
as follows : 50 per cent, to the shareholders, i.e., to registered 
co-op>erative banks; 25 F>er cent, to the ordinary reserve fund; 
15 per qent. to the board of management, to be used for the 
realization of the objects of the society or to be placed to the 
reserve fund; and 10 per cent, to the emjJoyees of the Bank. 
Such, briefly, is the organization of the new Federation and of 
the Central Bank of the People’s Banks " which," says an 
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Italian report, “ provided with considerable means and having 
a large programme, is certainly destined to give a still more 
vigorous impulse to the affiliated People’s Banks, rendering 
possible by their union, their participation in the most important 
financial operations, fruitful in good results for the national 
economy, which it would be scarcely possible to realise without 
union.” 

I have, in this chapter, endeavoured to point out that the 
industrial development of the Province de])ends not on the 
growth of existing cottage industries, but on the creation of new 
industries following in the wake of improved agriculture. The 
class society of cottage workers—weavers, metal workers, 
etc.—we have tried, only to hud that the Raiifeisen form of 
organization, even when made as elastic a-' possible, is not 
really adaptable to the retjuirements of small industrie,s. Of 
course, the cottage workcu doe> ^■erv frequently obtain admis¬ 
sion to membership of a Raiffeisen society in a village; that is 
to say he is associated with cultivators who are, at the same 
time, his neighbours. The village weaver, or potter, or black¬ 
smith finds co-operative credit a help to him personally. But 
it is with the more important aspect f)f the problem that we are 
concerned, namcl\-, the suppr^rt and promotion of local industries 
and of industrialids as a class. With the best will in the world 
a Central Bank, founded and dc..igned foi the business of 
agricultural credit and thrift, cannot do much for the town 
industrial classes. If business is kept on lines that are safe for 
a co-operativ'e central bank then, as regards class societies of 
town handicraft worker-., tinanc<r is too rigid and mutual 
supervision too irksome. Purther, co-operative credit applied 
to class societies must be supplemented bv co-operative purchase 
and sale ; but markets for our local products, especially textile 
fabrics, are most uiT'crtain. while the members of the societies 
are not sufficiently educated in business methods to organize 
purchase and sale for themselves. On the whole, therefore, 
the People’s Bank is the best credit institution for town 
handicraftsmen ; it can pick and choose its members and need 
Bot assist people who have no credit and can produce no sureties. 
And' not >>nlv can a People’s Bank help the handicraftsmait; 
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it can be made a very potent institution for the promotion of 
thrift and for the dispensation of reasonable credit amongst 
all classes of the urban population. All that is necessary is 
that then: should be, in the Central Provinces and Berar, leaders 
io lead, to take the initiatixe, and to do for their fellow country¬ 
men what Schulze-Delitzsch and Luzzatti have done for Germans 
and Italians. In short, a " People’s Banks ” mo\’ement is 
required, and this, as I .shall point out in a later chapter, should 
b( sui^plenieiited by a “co-operative stores movement.” In 
tlu se two directions, and in that ol co-operation in agriculture, 
not onlj lor credit but foi other purposes- lies the path along 
\\hieh the Province will travel to general industrial development. 
But the journey is one which cannot be started until local 
patriotism a.ssunies a really practical and liberal shape. It 
is impossible for any Go^t•nrmcnt to get inside its subjects and 
live their lives for them. Co-operation, once more, leaves 
nobody out who works ; and the benefits which co-operation 
brings cannot be had merely for the asking,Jor the price of 
them is effort. Set far, 1 regret lo saj', our experience of urban 
societies of the “ People’s Bank ” type has been lursatisfactory, 
perhaps bi'cause the original members wem not of lire stuff 
out of which good eo-operators can be made—not Iry any 
means without education, they lacked ordinary honesty. The 
movenrent warrts apostles and disciples imbued with “ the co¬ 
operative spirit.” Zeal must go hand in hand with under¬ 
standing, and apostles cannot be made to order. 


CHAPTER IV. 

Long term credit—Co-operative mortgage credit— 
Mortgage Banks—American opinion—The Ginko of 
Japan, 

Mortgage credit is often spoken of as an unmixed evil, 
a result necessarily of prerious extravagance or of imprudence. 
But it may also be the foundation of great wealth and the 
efficient cause of the producti\'eness of the land. There ^ nothing 
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to complain of when there is a just proportion maintained 
between debt and security, rate of interest and yield from 
land. The land wants better cultivation ; and for better culti¬ 
vation money is usually necessary. Put with extreme brevity, 
the arguments regarding tenancy versus ownersliip are as follows. 
Tenancy places the land at the cultivator’s service, at a fee for 
its use—a fee which he himself can never afford to bo content 
with ; and so leaves the tenant with all his little capital free 
for more profitable employment as working funds. On the 
other hand, it is argued that, assuming tlie land of the medium 
or small proprietor to be fairly mortgagi'd, the amount paid 
in annual mortgage interest will prove to be ktss than the rent 
on a holding of tlic same size and kind. This htaves the 
proprietor with some small balance locked up in his land. But 
it also leaves him an independent man, subject to no interference: 
not liable to bo turned out ; free to cultivate, sell, and buy for 
his own ad\’antage ; and certain that for capital or effort 
devoted to improvements, he will have his full return—in 
better crops, if he retains his property, in a better price if he 
sells it. In addition the owner of land gets the benefit of its 
increased value or unearned increment ; the tenant does not. 
I am not going deeply into the much vexed question of tenancy 
versus ownership in this book. The tendency, in most countries, 
to-day is towards the creation of proprietary rights in 
land for medium and small holders. But liberal reforms in 
land tenure, as experience has proved, cannot be suddenly or 
hastily introduced without grave danger to the very people 
whom they arc intended to benefit. It must be considered 
first whether the people are sufficiently enlightened, thrifty, 
and prudent to be entrusted with the ownership of their land. 
If the people are backward, or deficient in moral fibre, the sudden 
creation of proprietary rights might sery easily produce 
results the very opposite to those intended. Then again, as far 
as co-operative credit is concerned, \vf are still in the stage of 
experiment in India. Land tenu'es vary from province to 
province ; there are different systems of tenure to deal with 
in the Central Provinces and in Berar. And we have yet to 
find out which plan is really the best, and then to work towards 
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it patiently and gradually. One fact, however, is beyond 
dispute ; and that is that no system of co-operative credit can 
succeed unli.’ss the cultivator enjoys security of tenure, and 
that of a very positive nature. If he does not enjoy such 
security, then credit of tlie kind required by agricultural 
.st>cieties eonnol be provided for liim by means of co-operative 
credit. 

Rights in land are, in the Cential ih-ovinces and Berar, of 
inaiiv kinds : .some vi them arntmirt to actual ownership, 
subject to payment (d revenue or rent. There are a very few 
absolute freeholds, the maintenance of which is dependent on 
loyally and good behaviour. It is, remarkably enough, quite 
a common thing ti. find that tenancy land which cannot legally 
be mortgaged has, in actual fact, been mortgaged. The mort¬ 
gage deed cannot lie i-egistorcd, and the mortgage cannet be 
made the basis of a contested claim to tire land. But as long 
as the landlord raises no objection, mortgagors generally fulfil 
their pledges, and it thus comes about Ural so-called “ non- 
transfcrablo ” larrd, or lire right to hold such land, is freely 
bought and sold. Trarrsactioas of this irregular kind do not, 
however, lend tlimnsolves to the business of properly managed 
co-operative societies. \\'c may irovv examine the various 
forms of land fcitrtre existing in the Central Provinces and 
Berar. 

A. The Central Pro!imce.s.—Villages are settled for revenue 
purposes with the malguzars thereof who are absolute owners 
of their proprietary rights subject, of course, to the regular 
payment of the reveiuie assessed on the village. The revenue 
is fixed for a term of years, and is based upon a very carefully 
prepared estimate cf the village assets. The term assets is 
for settlement purposes used in a strictly technical sense, and 
does not include the whole of the annual incomt; or profits which 
a village brings in to the malguzar. Thus, land cultivated by 
the malguzar himself (or, it may be, leased out by lum), and 
included in his home farm—which is distinct from the tenancy 
land of the village—is presumed, for revenue purposes, merely 
to yield him a moderate rent. Miscellaneous income, or swat, 
derived from the sale of forest produce, grass, etc., isvoomputed 
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in such a way as to leave a liberal margin foi any possible falling 
off ; and to the valuation of the home-farm and of the sixvai 
are added the statutory rents fixed for the lands held within the 
village area in tenancy right. In this way the village assets 
are arrived at. Of tlie village assets a fraction is taken as revenue; 
and this fraction is, as closely as possible, one half. Malguzari 
rights are freely transferable ; and it is often the case that these 
rights have been split up by sale, or by partition amongst the 
members of a family, or b\ inheritance, into a large number 
of MTiall proprietary shares c.alh'd paths. In fact, in a few 
villages which arc held on what is termed the “ hhaiya chara ” 
tenure practically every cultivator in the \-illage is proprietor 
of a very small fractional share of the malguzari right. The 
proprietors of village, rights, it mu>t be noted, are of many 
castes and occupations, and of almost every degree of economic 
and social status—Rajas, bankers, lawyers, mcrcliants and 
shopkeepers, Indian servants of Go\'erinnent, etc., etc. Many 
are absentee landlords, and a large number of villages are 
frequently to bo found in the posses.sir>n of a single family. 
Further, it is extremely difficult to find any ccnniract area of 
country in which the proprietary body presents any of the 
features which betoken unity of interest, scnl ime-nt, or opinion. 

The valuation of the proprietary rights in any particular 
village is a matter calling for the m.;st exact hxral knowledge, 
though, over large tracts of ermntr}’, an average value, based 
on a multiple of the land revenue assessed, would, from the 
co-operative banking point of view, furnish a safe enough 
guide to collective ( redit 

The malik makimza, (u' plot proprietor, pays his revenue 
to Government, the malgurmr being the collecting agent and 
getting a small commission for his trouble. These plot 
proprietors possess unrestricted powers of transfer ; but they 
are, generally speaking, not very numerous. They exist here and 
there, in some villages and not in others. As a class, they could 
never form special co-operative so< it-ties for plot proprietors 
only. 

Under the Central Provinces Tenancy Act there are five 
classes of^enants, namely, (t) absolute occupancy, (it) occupancy. 
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(tit) ordinary, (iv) village service, and (v) sub-tenants. Absolute 
occupancy tenants are comparatively few in number and they 
are gradually disappearing, foi no fresh rights of this kind can 
be created. Occupancy tenants are far more numerous ; 
ordinary tenants and sub-tenants are very numerous indeed. 
Village service tenants are of much social but not of great 
economic imjjortance, the glowing tendency being towards 
paynK'nt in cash for services rendered direct. There must also 
be menlinned the ryot, or tenant of Government, in villages 
settled under the lyotwari system. 

Before slating, in detail, the legal rights of transfer possessed 
by the various classes of tenants, it may be as well to point out 
that the power of surrender as conferred by the Central 
Provinces Tenancy Act is held by some to stultify in practice the 
arguments which support the provisions of the Act restricting 
the power of transfer. It is pointed out that a tenant in debt 
to his mulgnzar, or in possession of land which the nmlgtizar 
covets, can surrender his holding to the malguzar for considera¬ 
tion. Again, if a tenant who owes money to a co-operative 
society dies without heirs to inherit his rights, the land goes 
to the malguzar, and as the land carries no legal charge upon it, 
the society is left, so to speak, in the air. Thus, although it is 
the purpose of a co-opeialive credit society to keep its members 
on their lands, and though the security which these members 
offer is their pioductiv'e capacity' as cultivators, this security can, 
at any moment, be whisked away, lea\nng the society without 
any actual or prospective assets of the debtor to proceed against. 
It is contended, therefore, that the law should empower all 
tenants to pledge their rights in laud, by lease or by mortgage, 
to the village co-operative credit society to which they belong. 
On the other hand, it is argued that a Raiffeisen credit society 
should deal in personal and not in real security ; that the 
restrictions imposed by law exercise a healthy influence over 
the business of rural credit societies, inasmuch as they encourage 
short term and discourage long term loans and so help to keep 
banking assets fluid ; and that the law ought not to show 
special favour to any private body, whether co-operative or 
capitalistic. 



RIGHTS OF TENANT. 


169 


The Central Provinces Tenancy Act lays down that “ the 
right of an absolute-occupancy tenant in his holding shall on 
his death devolve as if it were land, and shall be transfer¬ 
able subject to the conditions contained in this section ” 
(section 41 (i)). 

Sections 41,42, and 43 of the Act contain the following 
provisions :— 

“ 41. (2) If an absolute-occupancy tenant intends to transfer 
any right in his holding by sale or gift, or by mortgaging the 
same for a sum which, together with the interest pa3^able thereon 
during the five years immediately succeeding the mortgage 
and the previous sums (if any) secured by mortgage of it, would 
exceed eight times the annual rent of the holding, or by sub¬ 
letting the same in consideration of a fine or premium exceeding 
five times that rent, he shall give to his landlord a written notice 
of his intention, and shall defer proceeding with the transfer 
for a period of one month from the date on which the notice 
is given. 

(3) If the intended transfer is by sale or gift, the landlord 
may, within the said period of one month— 

(a) claim to purchase the absolute-occupancy right at 

such value as a Revenue-officer may, on applica¬ 
tion made to him in this behalf, fix : or 

(b) permit the sale or gift, hi which case he .shall be 

entitled to a sum equal to the rent for one year, 
and that sum shall be a first charge on the holding. 

(4) If the intended transfer is by mortgage or sub-lease, 
the landlord may, within the said period of one month, claim 
to purchase the absolute-occupancy right at such value as a 
Revenue-officer may’, on application made to him in this behalf, 
fix. 

(5) When the right of an ab^olut e-'Kcupancy tenant in 
his holding is sold or is foreclosed by order of a Civil Court in 
execution of a decree other than a decree obtained by his land¬ 
lord, the landlord shall have the same right of pre-emption 
as is given in the case of a sale by clause (a) of sub-section {3) 

(6) When an application is made to a Revenue-officer 
under th^ section to fix the value of an absolute-occupancy 
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light which is already mortgaged, he shall fix the value of the 
right as if it were not mortgaged ; and, if the landlord purchases 
the right, the mortgage-debt shall be a charge on the purchase- 
money in exoneration of the land. 

(7) Any transfei made in contravention of this section 
shall be voidable at llu^ instance of the landlord. 

(8) If a person to whom an absolute-occupancy tenant 
has transferred possession of his holding in contravention of 
the provisions of this section be ejected by the landlord, the 
tenant may apply to a Revenue-officer within one year of the 
(ijeetment of such person to be reinstated in possession of the 
holding, and the. Revenue-officer may order him to be reinstated 
in ]iossession on his depositing within a stated period, for pay¬ 
ment to the landlord, the cost incurred by the landlord in 
procuring the ejectment. If the tenant fails to make such appli¬ 
cation within one year of the ejectment, or if he fails to deposit 
such cost within the period stated, his tenancy shall be deemed 
to have lap.sod. 

42. Notwithstanding any contract to the contrary, or 
any provision of a record-of-rights, an absolute-occupancy 
tenant shall not be ejected from his holding by his landlord as 
such for any cause. 

43. The rent of the holding of an absolute-occupancy 
tenant shall be the first charge on that holding, which 
shall, subject to the other provisions of this Act, be liable 
to sale in execution of a decree for arrears of the rent 
thereof.” 

As regards occupanev tenants the provisions of the law 
are as follows :— 

" 46. (i) When an occupancy tenant dies his right in his 

holding shall devolve as if it were land : 

Provided that except in the districts of Chanda and Nimar, 
a collateral relative of the tenant shall not bo entitled to inherit 
that right, unless at the death of the tenant he was a co-,sharer 
in the holding or unless, failing any such co-sharer, he held 
land, or was permanently resident, in the \’illagc in or from 
which the holding is cultivated, and is in the male line of descent 
from an ancestor who occupied the holding. 
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(2) Save in pursuance of a document duly registered before 
the commencement of this Act, no decree or order shall be 
passed for the sale of the right of an occupancy tenant in his 
holding, nor shall such right be sold in execution of any decree 
or order. 

(3) No occupancy tenant shall be entitled to sell, make 
a gift of, mortgage, sub-let (except for a period not exceeding 
one year) or otherwise transfer his right in his holding or in any 
portion thereof, and every such sale, gift, mortgage, sub-lease 
(other than for a period not exceeding one year) or transfer 
shall be voidable in the manner and to the extent provided by 
the two next following sections : 

Provided that an occupancy tenant may transfer his right 
of occupancy to any' person who, if lie suiaived the tenant, 
would inherit the right to occupancy, or to any person 
in favour of whom as a co-sharer the right ol occupancy 
originally arose, or who lias l)ecome b\' succession a co-sharer 
therein ; 

Provided, also, that nothing in this section shall affect the 
right of the Government to sell the right of an occupancy tenant 
in his holding for tlie recovery of an advance made to him under 
the Land Improvement Loans Act, 1883, or the Agriculturists’ 
Loans Act, 1884, or the right of the purchaser at such sale to 
succeed to the holding. 

(4) No contract for the sub-lease of a holding or any 
portion thereof shall be entered into or made flaring the currency 
of a sub-lease of such liolding or sucli portion thereof, and every 
such contract shall be voidable in the manner and to the extent 
provided by' the two next following sections. 

(5) Notwithstanding anything contained in the Indian 
Registration Act, 1877, no officer empowered to register docu¬ 
ments shall admit to registration any document which purports 
to transfer the right of an occupancy tenant in his holding or 
in any portion thereof unless the document recites that the 
transferee is a person who, if he sur/ived the tenant, would 
inherit the right of occupancy or is a person in favour of whom 
as a co-sharer the right of occupancy originally arose or who 
becaihe Ijjr succession a co-sharer therein. 
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‘ 47. (i) If tin occupancy tenant translers any portion of 

his riglit in'any land in contravention of the provisions of the 
last hiregoing section, any such person as would be entitled to 
inherit his rigid in tlie holding in the event of his death without 
nearer lu'irs, or tlic landlord from whom the tenant held the 
land, may, on application to a Revenue-officer, made within 
two years from the date on which in pursuance of the transfer 
the tenant jiarted with possession of the land, be. placed in 
jiossession, subject, so far as the Revenue-Officer may, in 
accordance with rules made by the Local Government, 
determine, to his acceptance of the liabilities of the transferring 
tenard' for arrears of rent and for advances made by 
the landlord or other persons for the necessary expenses of 
cultivation. 

(2) As among several persons so entitled and being desirous 
of being placed in possession, the right to be so placed shall 
accrue in the order iii which such persons would ha\e iiilieiited 
the right of the tenant in the subject of the transfer if the 
tenant had died. Failing any such persons, the right shall 
accrut' to the landlord.” 

The rights of village-service tenants are as follows 

" 56. (1) When a village-service tenant dies, resigns, oi¬ 

ls lawfully diMiiissed, his right in his village-service liolding 
shall pass to his successor in office; 

Provided that the Local Government may, by general or 
sjiecial order, direct that, where on the resignation, dismissal, 
or death of a village-watchman or patwari, his successor in 
office is not his heir, the village-service tenure shall cease, in 
which case the holding shall be retained in occupancy tenant- 
right by the late \dllage-service tenant or shall devolve in occu¬ 
pancy tenant-right on his heir, as the case may be, at a rent 
which for the remainder of the term of the current settlement 
shall be that determined at such settlement as the rental value 
of the'holding. 

{2) A transaction by which a village-service tenant attempts 
to effect the transfer of his interest in his village-service holding 
by sale, gift, mortgage, sub-lease, or otherwise except by a sub¬ 
lease for a period not exceeding one year shall be void, arid the 
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village-service tenant shall be liable to be ejected for such 
attempt. 

(3) The right of a village-s.ervice tenant shall not be sold 
in execution of a decree.” 

Under Chapter VI of the Act a sub-tenant is thus 
defined:— 

■' 59. A tenant who is not an absolute-occupancy tenant 
or an occupancy-tenant, and who holds land from another 
tenant, or from a malik-inakbuza, or from the holder of a survey- 
number, is a sub-tenant of that land.” 

The rights of a su!)-tenant are, in certain parts of the 
Pror'inee, merely those whieh the tenant from whom he holds 
chooses to confer upon him by pri\ aLe contract. But in other 
parts of the Province special regulations are in foice conferring 
the power upon Revenue and Settlement Officers to grant to 
sub-tenants all the rights of an ordinary tenant. 

Ev’ory tenant who is not an absolute-occupancy tenant, 
or an occupancy-tenant, or a village-acrvice tenant, or a sub¬ 
tenant is an ordinary tenant. In certain parts of the Province 
the system of cultivating land in partnership (or on " batai ") 
lent itself to such abuses that the Local Administration was 
compelled to issue notifications conferring the rights of an 
ordinary tenant upon cultivators taken into these so-called 
partnerships. Sections 70 and 71 of *Iie Act run as follows ;— 

“ 70. (i) When an ordinary tenant dies, his right in his 

holduig shall devolve as if it were land : 

Provided that a collateral lelativ^e of the tenant shall not 
be entitled to inherit his right unless at the death of the tenant 
he was a co-sharer in the holding. 

(2) Save in pursuance of a document duly registered before 
the commencement of this Act, no decree or order shall be 
passed for the sale of the right of an ordinary tenant in his 
holding, nor shall such right be sold in execution of any decree 
or order. 

(3) No ordinary tenant shall be entitled to sell, make a 
gift of, mortgage, sub-let (except for a period not exceeding 
one year) or otherwise transfer his right, or holding, or any 
portion th^eof; and every such sale, gift, mortgage, sub-lease 
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(othei than for a period not exceeding one year) or transfer 
shall be voidable in the manner and to the extent provided by 
the two next following sections :— 

Provided that nothing in this sub-section shall affect the 
right of the Government to sell the right of an ordinary tenant 
in his holding for the recovery of an advance made to him under 
the Land Impiovement Loans Act, 1883, or the Agriculturists’ 
Loan.s Act, 1884, or the right of the purchaser at such sale to 
succeed to the holding. 

(4) No contract for the .sub-lease of a holding or any portion 
thereof shall be entered into or made during the currency of a 
sub-lease of such holding or such portion thereof; and every 
such contract shall be voidable in the manner and to the extent 
provided by the two next following sections. 

(3) Notwithstanding anything contained in the Indian 
Registration Act, 1877, no officer empowered to rcgi.ster documents 
under that Act shall admit to registration any document which 
purports to transfer the right of an ordinary tenant in his 
holding or in any jwrlion thereof. 

71. (1) If an ordinary tenant transfers any portion of 
his rights in any land in contravention of the provisions of the 
last foregoing section, any such person as would be entitled to 
inherit his right in the holding in the event of his death without 
nearer lieirs, or the landlord from whom the tenant held the 
land, may, on application to a Revenue-officer, made within 
two years from the date on which, in pursuance of the transfer, 
the tenant parted with possession of the land, be placed in 
possession, subject so far as the Revenue-officer may, in 
accordance with rules made b\' tJie Local Government, determine, 
to his acceptance of the liabilities of the transferring tenant for 
arrears of rent and for advances made bj- the landlord or other 
persons for the necessary exixmses of cultivation. 

(2) As among several persons so entitled and being desirous 
of being placed in possession, the right to be so placed shall 
accrue in the order in which such persons would have inherited 
the right of the tenant in the subject of the transfer if the 
tenant had died. Failing any such persons, the right shall accrue 
to the landlord.” 
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The right of a ryot in the survey-number allotted to him 
at revenue settlement is described in section 67 (c) of the Central 
Provinces Land Revenue Act which is as follows 

“ by-E- (1) The right of a Government ryot in a survey- 
number held by him shall devolve as if it were laud, but is not 
transferable except to a person who, if he survived tlie ryot 
would inherit his right, or to a co-shaier in such right, or, with 
the permission of the Deputy Commissioner, by a lease to a 
sub-tenant cultivating under the ryot. 

(2) The right of a ryot in a survey-number held by iiiin 
shall not be sold in execution of a decree. 

(y) A ryot is not entitled t(» claim partition of a survey- 
number, but the Deputy Coinmis.-iioner niu}', with the jirevicuis 
.sanction of the Chief Comniissionei, partition a siir\'oy-numbiu 
and apportion the assessment between the holders thereof. 

(4) Nothing in this section shall affect the rights of ryots 
on whom proprietary rights in survey-numbers held by them 
have been conferred by special orders.” 

B. Berar .—The most common form of tenure in Berar 
IS the ryotwari. The ryot has full proprietary lights over his 
survey-numbers ; he may sell, let, or mortgage. So long as 
he pays the assessment he cannot be ejected. But in the case 
of lands allotted by Government after ist January, 1905, the 
tenure is restricted. In the case -f these lands neither the 
occupant, his heirs, executors, administrators, or approved 
assignees can lease, mortgage, sell, or otherwise encumber the 
survey-numbers or any portion thereof without the previous 
sanction in writing of the Deputy Commissionei. 

The following forms of tenure occasionally exist in Berar;— 

(1) Jzara . 

(2) Jagir. 

(3) Palampal. 

(i) Izara villages .—These are commonly fuilled “ ek numbri' 
villages. An Izara village is considered to be one survey- 
number ; and the Izardar is responsible to the Government for 
the land revenue. The tenants of the Izardar are tenants- 
at-wfll. 
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{ 2 ) Jagir.~k Jagir consists of one or more whole villages. 
A Jagir generally means a “ revenue free ” village, and is held 
on fixed conditions. So long as the conditions are fulfilled the 
holder cannot be ejected. The conditions of transfer are regu¬ 
lated according to the nature of tlie particular grants. There 
are two classes of tenants in Jagir villages, namely, ante Jagir 
tenants and post Jagir tenants. Ante Jagir tenants are those 
whr)se ancestors were in occupation wlien the Jagirs were 
granted. They have the same right in their lands as the holder 
of a survej’-number has; that is the unrestricted right of 
transfer. Post Jagir tenants arc those who came into 
existence after the grant of the Jagirs. These are tenants-at- 
will, and hold by private treat}'. These tenants have no 
statutory rights of transfer. 

(j) Pulainpid villages.— These N'illages r(;semble the malguzari 
villages in the Central Pro\inces. The holders of these villages 
are responsible to Go\'ernment for tlu; payment of land revenue. 
Their tiuiants, hovve\'er, have unrestricted rights of transfer. 

L(d us now examine the structure of special institutions 
for co-operative mortgage credit, remembering that the 
pos.sibility of imitation or of achiptation depends entirely upon 
the limitations imposed by local environment. As it is not the 
witer’s purpose to present studies which can only be of academic 
interest to the jrractical worker, it may be said at once that the 
present en\ironment and development of the Central Provinces 
is most unfavourable to the introduction of any form of co¬ 
operative mortgage credit except, perhaps—and the “ perhaps ” 
must be emphasized—for vmlguzars. It is improbable that 
malguzars, between whom the bond of sympathy and of fellow¬ 
ship is by no means strongl}' dee eloped, will be quick to grasp 
the benefits of co-rrperation. A great deal of patient teaching 
will have to be gi\'en ; or, it may be, that the success of our 
small village credit societies and of the co-operative agricultural 
improvement associations will, sooner or later, enlighten a 
class, the majority of which considers that “ co-operation ” 
is only for very humble persons. Nor, as I shall point out 
presently, are ignorance and lack of initiative the only difficulties 
in the way. 
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In Berar the prevailing form of tenure favours the introduc¬ 
tion of co-operative mortgage credit. The load of mortgage 
debt is heavy, and the rates of interest are very frequently 
high. But the co-operative idea is not an easy one for the 
Berar villager-; the mouza is full of factions, and the cultivator 
loves his law suit. What is required in Berar is education in 
co-operation, in its moral far more than in its material aspects, 
and this is being slowly given by the Raiffeisen t:redit societies 
which are gradually, and with much difficulty, being formed 
in the cotton producing tracts. 

The universal type of co-operative land credit society is a 
non-profit-seeking association of proprietors of land, organized 
for a pro-vince or for some other administrative unit. Indi-viduals 
become members when the Association becomes a mortgagee 
of their property. Membership ceases with the redemption 
of the mortgage. Just as in all other co-operative credit the 
main merit of this particular form of it lies less in the substitu¬ 
tion of wholesale dealing for retail, than in the interposition of 
a body between borrowers and lenders, which, although composed 
exclusively of borrowers, has a supreme interest in safeguarding 
the lender’s interest. As a class, all co-operative land credit 
societies have in their organization and in the management 
their affairs certain features in common. Their object is to 
obtain for their members the credit they require by means of 
bonds, freely transferable and readily negotiable, wltich the 
holder can convert into cash, at any time if he seUs in the open 
market, at six months’ notice if he demands payment from the 
society. To provide for demands of this nature (a) reserve 
funds are accumulated, {b) the right is sometimes retained to 
charge mortgagor members the same rate of inier<ist as a society 
may have to pay for loans taken and consequent on such demand, 
(c) members undertake a limited liabiUty for supidementary 
contributory payments amounting to from 5 to lo per cent, 
of indebtedness incurred. Methods (6) and <c) are not common, 
(a) being sufficient as a rule, as ail sinking fund paymmts are 
made available as reserves. Formerly, these bon ds wmo 
guaranteed by the landowners of the province or umt collectivity. 
In some (ridest Eurt^iean societies this arflective guamtee 
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is still in force, either for all the estates entitled to obtain 
mortgages or for the estates actually mortgaged. But where a 
reputation has been gained for very careful valuation and the 
land records and mortgage registers are well known to be reliable, 
the collective guarantee (which, of course, is supplementary 
to the specific security held by the society for its loan), has been 
replaced by the guarantee afforded by the reserves or the limited 
contributory guarantee of the members. The latest type of 
society appears to favour the initial guarantee which is furnished 
by a substantial share capital, the object being, of course, that 
the society’s own stake should cover any possible deficit in 
assets. 

Societies dealing in co-operative mortgage credit have 
usually a semi-official character. They work under Govern¬ 
ment supervision and inspection, though their members do the 
detailed work themselves. In case of non-payment by a member 
they have, as a rule, the right to proceed to the administration 
of the mortgaged lands or to compulsory sale by auction, without 
recourse to the law courts. But the levy of a fine or of penal 
interest always precedes drastic action. The servants and 
officers of the societies are indirectly servants of the State, and 
generally they have authority to sign certain public documents, 
such, for instance, as the certificate required before summary 
procedure is taken. 

In each society the supreme authority is vested in the 
general meeting of the members. Then come the central com¬ 
mittees of management, and then the local or district committees. 
The Syndics, or expert legal members of the committee of 
management, conduct the current business of the society. 
They are paid and, in most cases, are bound exclusively to the 
service of the society. The landowning members of the com¬ 
mittee are generally unpaid. The task of land valuation is 
performed by the local committees who are selected from 
members resident in the neighbourhood of the land to be valued 
and not very heavily in debt to the society. Local knowledge, 
in fact, is always made the utmost use of. To be quite safe, 
and not to risk losses, no society grants loans in excess of a cotain 
proportion of the valuation made on the land; thecsoal hnut 
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is 66%. Great care is taken to see that payments both on 
account of interest and amortisation (or to sinking fund) are 
regularly made, and that mortgaged property is not allowed 
to deteriorate. On the other hand, if the objects stated by the 
borrower are approved and the valuation shows that the security 
is good, loans are never refused and cannot be called in suddenly 
except, of course, as a penalty for misconduct. The mortgagor is 
at liberty to redeem Ills property before the date stipulated and, 
in fact, he can repay as fast as he likes. 

Members who borrow have to make certain contributions 
towards working expenses and reserve fund, and to pay the 
actual cost of valuation. Interest on loans ranges from about 
3 i% to a little over 4"o : tl>» longer the period of the loan the 
higher the rate of interest. The borrower chooses his own 
rate and period. In Germany, if the loan required does not 
exceed the land revenue assessment or other recognized unit of 
valuation multiplied by the normal multiple accepted for this 
purpose, the expenses of a sjxicial valuation are avoided. 
Loans are paid in bonds, not in cash, except in a few cases. 
Tlie borrower either disposes of the bonds in the market, or, in 
those cases in which the societies have established their own 
special banks, takes them to the .society’s bank for sale or for 
pledge against a loan. If the borrower of a loan of Rs. lOO 
chooses, say, 4 per cent, bonds he may .l.'tain, at the predominant 
market rates, Rs. ioo-6 to Rs. ioi-6 for hi.> bonds on sale ; if he 
selects 3J per cent, bonds he obtains Rs. 92, and thus, with 3 
per cent, bonds, though he receives only Rs. 84, he pays interest 
on Rs. 100 and his sinkiiig fund payments are likewise based 
on this latter sum. He is entitled, however, to repay the loan 
by re-purchasing similar bonds in the open market and return¬ 
ing them to the society. W hile mortgagors obtain the advantage 
of a rise in value of bonds, they may, of course, suffer loss through 
an unfavourable market at the time of selling their bonds. If 
the bonds are sold, however, above par, mortgagors gam the 
balance, being only obliged to repay t he nommal value; and 
they repay their loan by purchasing such bonds in the 
market and returning them to the society, at a tune when the 
bonds* have declined in price, they obtain the advantages of 
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both premium and discount. Societies make it a regular practice 
to buy in their own bonds when the market is favourable. 

Holders of bonds issued possess no rights against any parti¬ 
cular real property but only a right to recover from the society. 
Conformity between bonds and mortgage claims is, however, 
fully secured; bonds do not become legally valid documents 
until completed by the supervnsing officials, upon whom it is 
incumbent to ascertain by inspection of the public register of 
title that a like amount is thus secured by mortgage upon 
property and that such mortgage claim is also definitely assigned 
to meet the bond claim. In face of this assignment the registry 
oificial may only cancel the mortgage charge on proof that 
bonds of like \alue have been withdravm from circulation. 
Bondholders have not, however, claims against specific pro- 
jxirlies thus mortgaged and earmarked ; the method indicated 
merely guarantees that there are never more bonds in circulation 
than are covered by mortgages, and that othei credit operations 
likely to weaken the security of the bonds are not undertaken 
by the societies. First mortgages only are dealt in; but 
societies grant loans to pay off previous mortgages. Most of 
the bonds have an international reputation and market, and 
they have seldom been below and sometimes above par. They 
are legally recognized as trustee securities. Issues of bonds 
are made in distinct series; every series carries the same rate 
of interest, and is dealt with as a distinct issue, having its own 
management fund, reserve fund, and sinking fund. Four per 
cent, is the most common rate of interest on bonds. In order 
to float the bonds the societies have united to form their own 
special banks, which, again, are more or less under State control, 
are recognized as places for the deposit of trust monies, and are 
not conducted for the sake of profit. All the profits made by 
these banks, which are at liberty to engage in any banking 
business which is not speculative, go to the reserve funds of the 
societies. The market for land bonds is consistently good. 

The regulations adopted by the societies respecting amorti¬ 
sation differ widely. It is, however, the general nde that tl*e 
contributions towards redemption are not applied to the im¬ 
mediate reduction of the delM. but are accumulated in a seecial 
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fund. But the fact that most societies allow the withdrawal 
of accumulated contributions or readily grant fresh mortgages 
prevents the proper aim—complete removal of indebtedness— 
from being realised. On the other hand, it is urged that, 
unless such facilities are granted, landowners may be obliged 
to seek mortgage credit elsewhere and on more unfavourable 
terms. Various proposals have been made to secure removal 
of indebtedness; one, for instance, is that the mortgagor 
should pay an insurance rate for a redemption policy in addition 
to his annual amortisation payment to the sinking fund ; another 
that the amortisation payment should be devoted to a life 
insurance polic>’. In the latter case the burden on the mort¬ 
gagor is lighten 

There is, I think, an idea pri;vailing that mortgage credit 
societies of every kind are for big landowners only. Nothing 
is further from the truth. Judicious methods of decentralisa¬ 
tion—and of centralisation as well—local knowledge and 
local resources bearing their full share of the task, can make the 
mortgage credit society a very valuable friend to the small 
landowner. But the environment must lx; favourable and the 
volume of business considerable. 

The principal merits attaching to a mortgage credit associa¬ 
tion as an agency for providing the landowner with long term 
credit may be summarised as follows:— 

(1) They enable landowners to mobilise the wealth 

represented by their landed possessions by the 
creation of bonds passing into the general S5rstem 
of securities. These bonds are not, like an 
ordinary mortgage security, of very restricted 
currency but an; realisable at anj' time in the 
open market. 

(2) The loans granted are not subject to recall. 

(3) The rate of interest is as moderate as possible—far 

more moderate than the borrower could secure if 
single handed, and is r^ulated by the market rate. 

(4) The rate of interest cannot be raised. 

(5) The l ight is conceded to reduce the debt by paymotts 

made at the mortgagor's convenienoe. 
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(6) The necessary extinction of the capital debt is 

accomplished gradually. 

(7) The costs for valuation and other charges are low. 

(8) Their administration is at once relatively inexpensive 

and their office-holders highly qualified for their 
work. 

An indirect ad\-antage realised by landholders arises from 
their being made acquainted in a minute way with the value 
and properties of their lands, by means of the valuations carried 
out by their societies, the results of which are aKvays communi¬ 
cated to them. 

It may, peihaps, be asked whether land mortgage credit 
based upon some other system than that which has just been 
described would not secure equal benefits for the small land- 
owner and be far more convenient, e.ven if rather more expensive, 
for the large proprietor. It may be |X)inted out that in most 
countries savings banks and land mortgage banks play a very 
important part in providing owmers of land with long term 
credit. Now all capital is derived from savings, and as all 
credit should be based on thrift and prudence, the stimulation 
of thrift and prudence is a necessary antecedent to the grant 
of credit. It is emphatically not the mere outpouring of cheap 
capital that is n^quired in these Provinces, iiot the mere grant 
of cheap and facile credit to classes unprepared for the boon. 
What is wanted is the promotion of facilities for saving, the 
encouragement of banking deposits, the inculcation cf the true 
objects, uses, and limits of credit ; in other w’ords, the develoj)- 
ment of the essential virtues of thrift, foresight, and self-help, 
through institutions organized lor those ends. Savings banks 
are not of one unix orsal type. In England, France, and India 
the Sa^'ings Bank is one wliich accepts the petty deposits of 
small folk, and, for the purpose of absolute safety, invests the 
whole of the deposits in the State Treasury. In Germany, 
Austria, Italy, and the United States of America, the Savings 
Banks are institutions established, managed or supervised, 
and guaranteed by the communal, district, or urban authorities, 
apart from whom they do not exist as legal entities; they not 
only have, within certain limits laid down by law^ the hee 
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disposal of their funds, but they can fix and vary their rates of 
interest according to the local circumstances. Official super¬ 
vision is, of course, universal; and the justification for it, 
just as in the case of the co-operative organizations, is that 
experience and common public sense teach that matters of vital 
national importance affecting the moral and material develop¬ 
ment of the people, cannot be left to themselves. Savings 
Banks, however, of whatever description, deal exclusively with 
deposits repayable at short notice ; for small depositors never 
know when they may want their money back. Savings Banks 
must, therefore, be at every moment prepared to meet large 
demands for cash, and it follows that their investments must 
be easily reaUsable. Thus, the very nature of the liabilities 
of the Savings Banks renders it necessary for them to make all 
loans liable to recall. Moreover, in the case of dealings by 
Savings Banks with individual mortgagors, the preliminary 
enquiry and valuation are expensive and troublesome, while, 
in the event of the mortgagor’s failure to repay, the Savings 
Bank is saddled with a parcel of land, often remote but seldom 
small, for the small owner is a troublesome and not very 
remunerative client and is not looked upon with favour. On the 
whole, then, the best method of employing Savings Bank 
money for agricultuial credit is that which recognizes the bonds 
of regular co-operative mortgage rredit societies as trustee 
securities. 

I am now going to turn to the Report of the United States 
Commission on “ Agricultural Credit and Rural Co-operation 
in Europe.” As a preliminary to the discussion of land-mort¬ 
gage credit, the Commissi'>n first defines it as ” credit to meet 
the capital requirements of the farmer,” and distinguishes 
between such credit and sliort term or personal credit, which 
serves ” to meet the current or annually recurring needs of the 
farmer.” The capital requirements of the farmer are then 
defined as " his need for large sums of money to be used in 
aiding to pay the purchase price of hi- farm, in improving the 
farm, or in equipping it so as to bring his operations to the 
highest stage of efficiency,” and the annually recurring nei^ls 
of thfe farmer as " the money needed by him to finaum 
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his operations during the time that the crops are being 
produced.” 

In the opinion of the Commission the development ot a 
system of mortgage banks, dealing principally (if not exclusively) 
in long term loans to meet the farmer’s capital requirements, 
must necessarily precede, in the United Stales of America, the 
establishment of short term or personal credit banks. In 
this country,” says the report, ” it is urgently necessary to 
create a land-mortgage security which will be entirely liquid 
by reason of having a ready market, which will run for a long 
time, which can be paid off in small annual or semi-annual 
instalments, and which will enable the land-owning farmer to 
use most advantageously his best banking asset, land, as the 
basis of credit.” 

The Report next calls attention to the danger of assuming 
that because a system has proved successful in one country, it 
will, therefore, prove successful in another country where 
conditions may be widely different; and in this connection draws 
a contrast between agricultural conditions in Germany and in 
the United States, as follows :—“ In .size the German Empire 
is about equal to the area of the State of Texas after cutting off 
from Texas an area as large as the State of Alabama. In 
population the German Empire contains about 68,000,000 
people, or more than two-thirds of the population of the whole 
United States. In intensive farming the Germans are far 
ahead of our own farming population, and the average 
production in Germany has increased greatly, while our average 
yield per acre has increased but slowly. In Germany the 
population in a given district is largely homogeneous, and the 
individual is, so to speak, attached to the soil, the same farms 
continuing in the same families for generations. In this 
country such a condition is seldom found. In Germany, on 
account of the limited supply of land and the large population, 
and on account of the known productivity of each piece of 
land, the value of that'land is easily ascertained and varies 
within very slight limits. In this country the variations in 
value are very great. In Germany the average farm is about 
twenty acres; in this country the average farm is acres. 
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In Germany the credit and resources of the individual in a 
community are known to practically every other individual 
in that community ; in this country no such accurate informa¬ 
tion is obtainable. In Germany the small farmer, his wife and 
children all do manual work on the farm ; in this countrj' such 
a condition is rare. In Germany the people have been trained 
to a supervision and control of their operations by strict Govern¬ 
ment regulations which would not be favoured in this country," 

The Commis-sioners then discuss the plan of a single central 
mortgage bank for the United States, and reject it in favour 
of a system of independent banks. 

In brief, it is proposed to permit any ten persons to organize 
a land mortgage bank under a Federal charter and subject to 
Federal supervision, but limited as to its .sphere of action to 
the territory of a single State, The minimum capital nece.ssary 
is fixed at Rs. 30,000 in shares of Rs. 300 each (except in the 
case of co-operative banks, who.se shares may be as low as Rs. 75), 
and each bank would be empowered to issue bonds, guaranteed 
by first mortgages on farm land within the Statcj, to an amount 
not exceeding 15 times its capital and accumulated surplus. 
Under certain conditions the mortgage bonds issued by such 
banks could be used : (i) as security for the deposit of postal 
savings funds ; (2) as a legal investment for funds accumulated 
as term deposits in national banking associations ; (3) as a legal 
investment for trust funds under the charge of United States 
courts. 

The capital of the banks, as well as the mortgage bonds 
themselves, would be exempt from taxation. For the supervision 
and control of the banks, and in general for the carrying 
out of the provisions of the Bill, it is proposed to create, in the 
Treasury Department, a spiecial bureau under the direction 
of a “ Commissioner of Farm-Land Banks.” 

The exemption from taxation accorded to the bonds is 
justified by the Commissioners on the ground that any tax 
imposed would fall ultimately on the farmers who borrow from 
the banks and that such a result would amount to double 
taxation of land, since land is already the object of taxation 
in tljae s^rate States. The proposal to recognize the moi^age 
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bonds as a medium for the investment of postal savings deposits, 
trust funds and national bank deposits is intended to raise the 
status of such bonds by making tliem easily negotiable in a 
wide market. The legislation proposed would, it is hoped, at 
once place the bonds of the mortgage banks on an equality with 
Municipal, State, and Federal government bonds. 

With respect to the loans which the banks would be 
permitted to make upon farm lands, the Bill lays down the 
lollowing conditions ; 

(i) That such loans be made for not more than 35 years ; 
(2) that all farm-mortgage loans shall be on first mortgages 
f'lly : (3) that they shall not exceed 50 per cent, of the value 
of improved farm lands or 40 per cent, of other land ; (4) that 
every farm mortgage loan shall contain a mandatory provision 
for the repayment of such loan by amortisation ; (5) that the 
borrower may repay the loan at any interest period after five 
years. 

1 ho value of any land or ether real estate offered as security 
for a mortgage loan would be determined for each bank by an 
Appraisement Committee consisting of three members of the 
Board of Directors. Each report of the Appraisement 
Committee must be signed by at least two of the members, and 
must show the value at which the land in question is assessed 
for taxation and such other information as is required by the 
Directors of the Bank or the Commissioner of Farm-Land 
Banks. The adequacy of these provisions has already been 
questioned, and it would evidently be the duty of the Commis¬ 
sioner to issue stringent regulations with respect to the methods 
of valuation before giving any bank the power to issue bonds. 

The conditions upon which the banks would be permitted 
to issue bonds are as follows (i) the difference between the 
rate of interest charged for loans and the rate paid by the banks 
on the bonds issued, shall not exceed i per cent. ; (2) all bonds 
shall be payable on a date specified ; (3) bonds shall be protected 
by the deposit of first mortgages of equal nominal value, maturing 
not less than five years from ^te; (4) the amortisation 
payments as made must be credited on the mortgages and the 
bonds issued against such mortgages must be redeemed to'that 
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extent; (5) the mortgages held as security for bonds shall be 
in the joint possession of the bank and of the special official 
known as the Federal Fiduciary Agent ; (6) no bond shall be 
issued against any mortgage running for less than five years. 

In order to furnish the banks with the fluid working 
capital necessary in any type of banking institution they would 
be authorised to accept deposits to the extent of 50 per cent, 
of their capital and surplus, and to do an ordinarj'^ banking 
business (including the purchase and rediscounting of commercial 
paper) within the limits set by the amount of such deposits. 
The banks would also be free to invest not more than 50 
per cent, of their working capital in mortgage loans for 
periods not exceeding five years, against which, however, they 
would not be allowed to issue bonds. 

Further, each bank would have power to buy and sell its 
own bonds as well as those of any other national mortgage 
bank, provided always that at any time not more than 50 per 
cent, of its capital and surplus was invested in such bonds or 
in short term mortgages. 

The provision that a bank may buy in and become a 
temporar\- holder of its own bonds is regarded by the Commis¬ 
sioners as of the utmost importance as it enables the bank to 
maintain a steadj- market for its bonds and at the same time 
earn a legitimate profit by opportune dealings in them. 

The amount of deposits which could be accepted by the 
banks is limited to 50 per cent, of each bank’s capital and 
accumulated reserve on the grounds, as stated by the Com¬ 
missioners, that the banks are not intended to compete with 
commercial banks and that the holding of deposits for which 
there may be a sudden demand is likely to endanger the safety 
of an institution which is engaged principally in making loans 
for long periods. 

The limitation, however, does not apply to deposits of 
postal savings funds (or other Federal deposits), or to deposits 
of State funds. A bank must, if required, accept postal savings 
funds up to 50 per cent, of its capital and reserves, but tnay 
accept such deposits, as well as deposits of State funds, to an 
un!iimte 4 extent. 
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Postal savings funds can only be invested in first mortgage 
loans on farm lands, and the funds held on deposit for the 
State in which the bank operates can only be invested as 
provided by tlie laws of that State. 

It is probable that the Commission intend that a bank 
shall be restricted (o accepting deposits on behalf of the State 
in which it is situated, although in more than one section of the 
Bill, whore “ State funds ” are referred to, the restriction is 
not explicit. 

The Federal Fiduciary Agent who would be jointly respon¬ 
sible with the bank for all mortgages and deeds of trust held 
bv the bank, and who would, in addition, certify to every bond 
issued, is the rejuesentative both of the bank with which he 
is acting and of the I'ederal Bureau of Farm-Land Banks. He 
would be nominated by the Commissioner of Farm-Land Banks, 
but his salary would be paid by ihe bank and it is expressly 
stipulated that he rnu^it not be objectionabh' to the directors of 
the bank. He would apparenth have no security of tenure 
and it has been urged that Ids position, in view of the fact that 
he is intended to represent the controlling authority, would 
hardly be sufficiently independent. 

The balance of the capital and surplus of any bank may be 
invested in interest-bearing securities approved by the Com¬ 
missioner of Fann-Land Banks. 

The student must remember that in America agricultural 
labour is very scarce and very dear ; that farms average 138 
acres in area ; that fresh land is constantly being put under the 
plough : and that the use of machinery of all kinds alone renders 
farming possible. The farmer, if he can hold his own at all, 
must be in possession of qualities far in advance of those at 
present owned by the average ryot. Different countries, 
different problems, different aims, and different solutions. Of 
what use would an American land mortgage bank be in the 
economic development of the Central Provinces ? 

Let us return to Japan once more, .\nother name for 
Japan isMizitho-no-Kuni, or the “ l^nd of luxuriant rice crops," 
Conununicatk>ns between Japan and foreign countries date, 
lor the student of economic history and world dev^ppeaent* 
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from 1868 only. Japan spreads over the two zones, temperate 
, and torrid, and enjoys the benefit of a fertile soil. In the 
greater portion of the country crops are raised twice, thrice, 
and even four times a year. Agriculture furnishes the greater 
portion of the national products, but imports of cereals exceed 
by 5-6 per cent, the total produce of the cereal crops. Efforts 
to produce a home food supply are, however, meeting with 
success ; agriculture yields much raw material necessary for 
the development of technical industries ; and the cultivating 
classes (over 60 per cent, of the total population) are the greatest 
consumers of the commercial products of the countrJ^ The 
condition of agriculture at once affects the general economic 
circle, for the prosperity and adversity of commerce and industry 
are regulated by the condition of agriculture. " The very 
existence of our nation,” so a Japanese .statesman has declared, 
*' requires that agriculture should be held in high esteem and 
not be neglected.” 

We have already considered the co-operative rural credit 
system of Japan ; and it is worth while examining the organiza¬ 
tion of the non-co-operative banks which work in direct connec¬ 
tion with that system. All of these banks are of comparatively 
•recent origin, and they are called the Nippon Kangyo Gin^ 
(the Mortgage Bank of Japan), and the Noko Ginko (Agricultural 
and Industrial Banks). The former is a concern which does 
, business all over the country, making large loans, while the 
latter operate within the limits of each prefecture only ; thus, 
there is one Nippon Kangyo Ginko, and there are forty-six 
Noko Ginko. The Department of Finance has recently begun 
to lend money at low rates through the Mortgage Bank of Japan. 
The banks work under special rules prescribed by Government; 
and in accordance with their charters it is their business (i) to 
make loans to co-operative societies and kindred organizations^ 
without the pledge of real property, and (2) to make long-t«rm 
loans upon immovable property. An excellent system of land 
records and ot registration is in fore*- in Japan. 

The Nippon /Gingyo Ginko began operations in August, 
1897, with a capital of Rs. 1,30,00,000 of which one quarter 
was paid up. 
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According to its charter, the bank is to be in existence 
for one hundred years; and yet it is provided that the term 
can be extended by means of a resolution of shareholders duly 
approved by the Government. In March, 1911, an amendment 
was adopted to enlarge the scope of its business, by authorising 
it to make loans upon immovable property in cities. The 
functions of the Bank are as follows :— 

(1) To make loans, on the security of immovable property 

repayable in annual instalments within a period 
of fifty years. 

(2) To make loans, on the security of immovable pro¬ 

perty or fishery rights, repayable at a fixed time 
within a period of five years ; provided, however, 
that the total amount of such loans may not 
exceed one-tenth of the total amount of loans 
repayable in annual instalments. 

• Note .—There is a restriction in making the loans mentioned 
above in 1 and 2. With the exception of loans made on the 
security of lands or buildings, or the property belonging to 
factories the total amount of loans made on the security of 
lands or buildings located in places subject to municipal adminis¬ 
tration or in towns designated by Imperial ordinance, may 
not exceed one half of the paid-up capital and the mortgage 
•debentures issued. 

3. To make loans repayable ill annual instalments on the 
security of loans repayable in annual instalments made by 
Agricultural and Industrial Banks together with the mortgages 
connected therewith. 

4. To make loans without security to prefectures, dis¬ 
tricts, municipalities, towns, villages, or other public bodies 
organized by law. 

5. To take up the Agricultural and Industrial Banks 
debentures issued, 

6. To make loans, without security, to Farm-Land 
Adjustment Societies, or persons co-operating in carrying 
out such adjustment with joint liability, Co-operative 
SockAies, Fishery Societies, Forestry Societies or their 
fedmtions. 
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7. To take deposits and accept for safe deposit gold or 
silver bullion or negotiable instruments ; provided, however, 
that the total amount of deposits may not exceed the paid-up 
capital. 

Besides, by virtue of the charter, the bank is authorised 
to buy national bonds with surplus funds or to turn the amount 
over to the Bank of Japan on deposit. 

The bank may not accept as security such forms of property 
as schools, hospitals, sanitariums, theatres, mines, quarries, 
swamps, and mineral springs. 

In granting applications for the loans secured by immov¬ 
able property the bank must carefully scrutinize the pledges 
furnished, and is directed to make sure ;— 

1. That the properties are sucii as will enable the bank 
to acquire a right of priority. 

2. That in the case of lands, they are such that continued 
assured profits can be derived from them so that the fixed 
annual repayments bearing upon the loans can be guaranteed 
after the taxes have been paid. 

3. That, in the case of insured buildings or mortgages, 
the value of the security is double the amount of the loans. 

The total amount of the loans of the bank shall not exceed 
two-thirds of the value which is set upon the securities. Witli 
reference to the loans repayable in annual instalments, the 
amormt of the yearly instalments must be equal, calculating 
capital and interest together, and must never vary according 
to the circumstances of the year ; the only permissible deviation 
from this being when the partial repayment of a loan is under 
consideration. When the bank comes to determine the rates 
of interest, it" consults the Minister of Finance who fixes a 
maximum rate within which the Bank may operate. 

It is natural that banks like the Mortgage Bank are always 
confronted with a difficulty in attracting deposits, because unlike 
commercial banks, they cannot keep their assets fluid. This 
caused the Government to bestow upon the Mortgage Bank 
the privilege of issuing mortgage debentures, with a premium, 
subject to the restriction that they may not exceed the total 
snm * o4 loans repayable in annual instalments and the 
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Agricultural and Industrial Banks debentures actually on hand, 
nor ten times the paid-up capital. And its own debentures are 
to be redeemed by means of drawings twice a year at least, in 
amounts corresponding to the payment of loans repayable in 
annual instalments and of the Agricultural and Industrial 
debentures taken up by it. 

During tlie first ten years after its establishment, the bank 
was empowered to ask the Government for a subsidy, in case 
its dividends fell short of 5 per cent, per annum, until that 
amount was reached ; and it was given the further privilege 
of being exempted from paying the registration and stamp 
duties. As the bank occupies such a unique position and 
enjoys many privileges granted solely for the purpose of 
encouraging agriculture and industry, it is under the control of 
two supervisors and has to consult the Financial Minister as 
regard? its business. It has issued debentures and made loans 
to the extent of Rs. 24,39,73,000. 

At present the Minister of Finance has approved 7'10 per 
cent, as the maximum rate of interest. 

The Noko Ginko which are found in each prefecture, were 
brought into existence to make long-term loans upon immov¬ 
able properly, similar to those made by the Mortgage Bank. 
The latter docs business on a large scale, and does not care to 
deal with small manufacturers and peasants, many of whom 
possess nothing of worth to a big bank. According to the law, 
the Noko Ginko are joint-stock companies created in each one 
of the prefectures with a capital of Rs. 4,50.000 and upwards, 
and the forty-six banks in the country were founded during 
the three years from 1897 onwards. They do not give perronal 
credit to individuals, unless found together in groups of twenty 
or more with joint liability. While many amendments have 
been made from time to time, the scope of their business stands 
to-day as follows :— 

1. To make loans on the security of immovable property,, 
repayable in annual instalments within a period of thirty 
years. 

2. To make loans, on the security of immovables, repay¬ 
able at a fixed time within a period of five years; ^ovided 
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however, that the total amount of such loans may not exceed 
one-fifth of the total amount of loans repayable in annual 
instalments. 

Note .—In making the loans mentioned above in i and 2, 
care is to be taken that the amount of the loans for city lands 
shall not exceed one-fourth of the total of the paid-up capital 
and the debentures issued. 

3. To make loans, without security, according to i and 2 
to the districts, municipalities, towns, and villages or other 
public bodies organized by law. 

4. To make loans, without security, according to r and 2, 
to Farm Land Adjustment Societies, or persons co-operating 
in carrying out such adjustment with joint liability. 

5. To make loans, without security, repayable at a fixed 
time within a period of five years, to groups of twenty or more 
agriculturists or manufacturers with joint liability whose credit 
is sure. 

6. To make loan.s, within the provisions of the second 
clause, repayable at a fixed time with a period of five years, 
on the s(!curity of fishery rights. 

7. To make loans, without security, according to i and 2, 
to Co-operative Societies, Fishery Societies, Forestry Societies, 
or their federations. 

8. To take deposits and accept foi safe deposit gold or 
silver bullion and negotiable instruments, provided, howevei, 
that the total amount of deposits at any time except gold may 
not exceed the paid-up capital. 

Furthermore, an Agricultural and Industrial Bank is autho¬ 
rised to buy negotiable instruments with surplus funds, or 
deposit it in other banks, and the regulations regarding the 
conditions of the pledges and loans repayable in .annual instal¬ 
ments are the same those jelating to the Mortgage Bank. 

B}' way of raising the necessary loan funds these concerns 
are granted the privilege of issuing debentures, to the amount 
of five times the paid-up capital, for wliich they are, however, 
obliged to offer as security all the mortgages they p)cssess, and 
fllcn their own capital; but the bonds are without premium. 
The fact«that they are provincial cencems, engaged in their 

cs *3 



m 


COMPARATIVK STUDIES. 


respective localities, prevents any widespread subscription of 
their debentures ; and consequently they are allowed to turn 
them over to the Mortgage Bank. Another concession is that 
they are entitled to approach the bank whenever need arises, 
to get capital, on the security of loans repayable in annual 
instalments together with the mortgages connected therewith. 
Further, it is to be mentioned that they have utilised the great 
part of their deposits for loan funds. 

In order to guarantee their business, the Government 
enacted " The Law of Subsidising Agricultural and Industrial 
Banks ’’ by virtue of which the authorities appropriated 
Rs. 1,50,00,000 to be distributed proportionately among 
])refectures. With these sums, the prefectural offices were 
enabled to become shareholders of the banks; but strict 
measures were taken in order that their shares should not bear 
dividends for the first five years after the concerns had been in 
business, and that during the following five years the dividends 
accruing therefrom should be set aside as reserve funds. Later, an 
amendment was proclaimed to prolong the latter term to fifteen 
years. The Government provides for the same supervision as 
in the case of the Mortgage Bank, save that their supervisors 
are chosen from among the higher prefectural officials. These 
banks have a loan and debenture business amounting to 

Rs. 9,48,73.575 

The Minister of Finance has imposed 8-5 per c«it. as the 
maximum rate of interest. 

.Several years ago, the Japanese Government commenced 
to make use of postal savings, which are entrusted to the 
Deposit Sections of the Department of Finance. That is, it 
commenced to circulate them in the shape of loans through the 
Nippon Kangyo Ginko and the Noko Ginko. To puWic bodies 
this was put in practice eaily in 1909 ; to Co-operative Societies, 
in 1910; to Forestry and Fishery Societies, in 1911; and to 
fanners, manufacturers, or traders, with petty loans within the 
amount of Rs. 750, in the same year. The amount of these 
funds ajqirc^riated toagriculture furnishes most of the sums lent 
to Co-operative Societies, and a part of the petty loans to 
farmers. 
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A close examination of the work done by these Japanese 
banks reveals the fact that by themselves they, in common 
with similar banks in other parts of the world, do not succeed 
in providing the small landowner with the necessary long term 
credit. As a means of augmenting the resources of the 
co-operative system and of rendering co-operative finance elastic 
and fluid the Ginko are invaluable. But the tendency is for 
the business of the big man to crowd out that offered by the 
small man, so remote, so difficult to appraise the credit of, 
and so expensive and troublesome to collect from if he fails to 
make voluntary payment. From the small man’s point of 
view, also, the big bank is a bad creditor to have direct dealings 
w'th ; for it is impersonal, colourless, cold, and camiot always 
distinguish the misfortune which merits and will repay further 
assistance from deliberate neglect of obligations incurred. In 
fact, all things considered, co-operative organization provides 
the only satisfactory solution of the problem presented by the 
need of the small landowner for long term credit. 


CHAPTER V. 

t (j-oPERATio.N IN Agriculture. 

The study of agricultural credit includes the study of the 
whole of agricultural organization. Credit signifies one or two 
definite structures, and agriculture, where it needs co-operative 
credit, adopts a fairly constant type. The processes of 
agricultural production, however, depend upon environment, and 
such things as bad communications, climate, religious prejudices, 
the state of general education, and narrowness of outlook, impose 
uatural limitations upon the immediate scope for co-operative 
action. The rate of co-operative progress cannot be forced; 
for the movement cannot run ahead of the general development 
of the country and of the peoj^e in it, though, of course, it can 
and does greatiy stimulate that development. The successful 
practice of co-operation in agriculture postulates, on the part 
of the ctdtivating classes, an ingrained appreciation of the vaine 
of asMi^ian which only years of patient work can inatiL 
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Agricultural co-operative societies for supply and for 
production are of comparatively recent origin ; they appeared 
on the continent of Europe about i860, but not in France or 
Italy till about 1884, and, in England, not till 1900. Roughly 
speaking it was only in 1895 that agricultural co-operation for 
purposes other than {a) credit or {b) supply became important 
in any country. In most countries, as has already been pointed 
out, the tendency of legislation is in fa\'our of a peasant 
proprietary ; even in Belgium, a country in the main of tenancy, 
the influence of French example, combined with the natural 
inclination of Belgian agriculture, has been sufficient to sustain 
an atmosphere favourable to the small holder. Great Britain, 
on the other hand, has come to be known as the landlord country 
par excellence ; and, what is of greater significance to its agricul¬ 
ture, as the country of big farms. When, as during the first 
half of the 19th century, the cultivation of cereals, and especially 
of com, was the kind of agriculture most profitable for Western 
Europe, large-scale farming was in its most suitable element: 
and Great Britain was not only the pioneer of agricultural 
reform, but was held up by foreign countries as a model, just 
as Denmark is now held up as a model to her. When, however, 
during the last half of .the 19th century, the conditions of 
Eurojiean agriculture came to favour small fanning products, the 
Continental countries, which had, a half-century previously, 
established a peasant proprietary, found the trend of agriculture 
playing into their hands and giving to them the kind of agriculture 
most suited to their land tenure. Great Britain, on the 
other hand, was paralysed by the change : she had lost her 
small-farming tradition, and has, therefore, had to content 
herself with following, by means of her recent small-holding 
legislation, in the wake of that irresistible change in the nature 
of her agriculture which is making the small holder indispensable. 
And just because the small holder is indispensable, the 
association of small holders is absolutely necessary. 

Now the Central Provinces and Berar are, broadly speaking, 
most certainly a domain of small holders, whether tenants or 
proprietors. In the Jubbulpore District, for instance, there 
are 60,225 tenants. In the wild eastern tracts of district 
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co-operation in agriculture is not possible; exclu<Ung those 
tracts the average size of a holding is from 12 to 18 acres. And 
these figures are. for all practical purposes, sufficiently typical 
of the well cultivated tracts of the Province ; if anything, they 
are too big. In view of the general conditions prevailing it 
would be futile to ask the practical student to devote attention 
to the study of very advanced forms of agricultural co-operation 
such, for instance, as co-operative societies for the use of electric 
power. I shall, then, in this chapter, write nothing which is, 
in my humble opinion, superfluous ; and throughout it must 
be remembered that the object of this book is not so much to 
indicate precise models—to be taken like so many bottles of 
patent medicine for economic ailments—as to suggest to the 
worker the path of future progress and to teach him to apply 
the broad principles of co-operation for himself. 

The supply society corresponds to the credit society in 
meeting a general need. All land is the more fertile for some 
kind of manure ; and all land must hac e some kind of imple¬ 
ment and seed. In India it is to be regretted that comparatively 
little land gets manure ; but, in this connection, it is important 
to distinguish between the processes which affect soil particles 
in cold and hot climates. In the former, Nature releases from 
the soil the necessary supply of plant food very slowly ; in the 
latter, the natural action is more violent, the disintegration of 
the soil particle and the creation of a fresli supply of plant food 
more rapid. Hence the fallacy of comparison, as regards fallows 
and fertility, between cold and hot, or dry and moist climates. 
There is no satisfactory T.roof that the unmanured lands of the 
Province have reached the point of diminishing yield which 
in tropical countries is long postponed. To a void argument, 
let us concede that manure is not in the Central Provinces and 
Berar the indispensable adjunct of every kind of agriculture. 
We are still left with implements and seed. 

The economies of the co-operative supply of the materials 
of agriculture are parallel with the economies of the town store 
which we .shall study in a succeeding chapter. But whereas 
the town store represents for its members the sum total of 
co-opemtion, the agricultural supxdy society is but one point in a 
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series of co-operations in the direction of production and sale. 
The organization of co-operative supply presents a fairly uniform 
type, the local society and the central or wholesale union. This 
wholesale may l>e either for a districtor a province. If for 
a district it may (as in Germany) have a higher organization 
above it, or (a.'^ in France) it may not. 

There is nothing in the functions of the supply society 
which necessitates its limitations to a strictly parish area. 
But the tendency amongst all small cultivators is to make the 
parish or village the piimaiy unit of association. This means 
that the society can reach down to all and can associate all in 
local government. The disad\'antages of local isolation disappear 
if the primary units create their own central union, Here, 
for instance, is a picture of the simplest form of co-operative 
purchase and supply. The establishment is simply a shed. 
The sole official, the Secretary, works also at the local credit 
bank and does his busine.ss either there or at home. Each 
quarter the Secretary obtains from the members an estimate 
of their requirements and transmits the oiders to the office of 
the central union. Deliveries arc taken by individual members, 
and they arrange for all transport from the railway station. 
Tlie society pays cash to the central union and collects its own 
dues from its members. Small stocks slightly in excess of 
orders are maintained in the Society's shed in order to supjdy 
emergent and unforeseen demands. 

The fixing of price and the distribution of the surplus 
profit are conducted on the same principle as in the retail store 
in the town—sale at market price and division of the surplus 
according to the amount of trade done through the organization. 
An agricultural supply society has only one dividend to reckon 
with. Ordering from its wholesale for the individual accounts 
of its members, it serves as the channel for the payment of a 
single dividend from the wholesale to the different members of 
itself. The wholesale society of the town co-operative stores 
pays a slight divided to the separate stm-es, based on the 
di8erence between the manufacturer's and the wholesale price ; 
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and the store i»ys a further dividend to its members based on 
the difference between the wholesale and the retail market 
price. 

Some agricultural supply societies have limited, others 
unlimited, liability. Many lay down in their rules that their 
members shall bring all their custom to the society. Tlie 
loyalty of the societies themselves to the wholesale is also 
variously regulated. In one form of organization the liability 
of the societies towards the wholesale is limited, but that of the 
member towards the individual society is unlimited. Societies 
are allotted profits according to the custom they bring the 
wholesale, but are bound to carry such profits to an indivisible 
reserve fund. In the Raiffeisen system supply is worked as a 
subordinate branch of credit. The working capital of the 
societies is raised by loans, often from the members themselves ; 
that of the wholesale is derived from reserved dividends and 
deposits by the societies. The wholesale has the right to call 
up a society’s reserve fund as a loan if it wants money, and 
loyalty in custom to the society and to the wholesale is rigidly 
enforced. 

The strongest supply organizations, those of Denmark and 
Switzerland, supply household requirements as weU as the 
materials of agriculture. Not only has the Danish organization 
a huge wholesale warehouse at Copenhagen, but it has also, 
Kke the British Town Store Wholesales, its own productive 
departments, factories for rope, soap, tobacco, cocoa, and 
chocolate. Other countries confine themselves strictly to 
agricultural requirements—seeds, manures, foodstuffs for cattle, 
etc., and sometimes machinery, the supply of other commodities 
being considered outside the scope of an agricultural society 
for co-operative supply. 

As contemplated by Raiffeisen, the village credit society 
was apparently to represent a co-operative organization which 
primarily furnished credit to its members, but which also bought 
their agricultural requisites, sold their produce, proviAd 
machines for common use. and even engaged in productioii 
{e.g., dairy operations); in the society were to be concentrated, 
in effeet, the economic forces of the village commimity. 
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Experience has proved that the supply of agricultural requisites 
can be suitably carried on as a department of a credit institution, 
but that co-operative undertakings, involving technical skill 
in their management and considerable capital liabilities, are 
best taken in hand by societies independently constituted. One 
of the principal difficulties operating against the creation of a 
separate agricultural supply society in a village in which a credit 
society is already established is the dearth of suitable men to 
fill the responsible offices in two societi(!s. The advantages of 
amalgamation, moreover, are considerable. The credit society 
need not raise special capital in order to be able to carry on the 
business of a supply society as it either has cash at disposal or, 
by reason of its credit at the co-operative central bank, can 
.settle accounts through that agency. The recovery of sums 
due by purchasers is assured by the knowledge of the financial 
condition of members possessed by the committee of management. 
The small percentage added to the cost price by the society 
constitutes a useful source of revenue to meet the cost of manage¬ 
ment and strengthen the reserves ; and, when this business is 
large, enables perhaps the rates for loans and deposits to be 
respectively lowered and raised. This extension of business, 
of course, increases the work of the management. In most 
cases, however, the society confines itself to collecting orders 
from members, transmitting these to the central trading society, 
advising members of the arrival of their goods, carrying out the 
necessary book-keeping, and recovering the payments from 
members on receipt of goods. When the society is very large, 
and the members make great use of these facilities for obtaining 
reliable commodities at reasonable prices, either additional 
remuneration is paid to the member who acts as Secretary, 
or a store is maintained, the work in connection with which is 
often allotted to another member, who receives payment in 
return for his services. 

It is of the utmost importance that co-operative business 
should be kept as simple as possible and, of course, that liabi¬ 
lities should never overlap. When the student grasps what 
“ unlimited liability ” really means, he will understand at once 
how important it is that the members of a Raifieise®.. credit 
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society should concentrate their liabilities within the circle 
of their society. To lose control over the doings, borro'wings, 
and pledges of members is to lose control of liability ; a society 
with unlimited liability out of mutual control is a grave source 
of danger to its own members and to its creditors. If then a 
credit society is to go in for the business of agricultural supply 
it must not pledge its own unlimited liability, nor must it allow 
any of its members to pledge again an unlimited liability which 
already forms part of the society’.s assets. It may, however, 
and that quite legitimately, advance money to its own members 
(a) for the purchase of agricultural supplies in their individual 
private capacity, without any collective order being given, 
{b) for the purchase of shares, or for contribution towards the 
price of the society’s share or shares, in any co-operative institu¬ 
tion with limited liability,* and (c) in order to place a collective 
order (the liability being imposed first of all on each individual 
member for the price of the supplies he has ordered) with a 
central supply agency, whether that agency be the co-operative 
central bank to which the society is affiliated or not. Tlio 
safest and most simple method is to make the co-operative 
central bank an agency for supply, the financial risk remaining 
on the shoulders of the principal {e.g., some private firm or 
co-operative central organization), and to allow the central 
bank to fill only definite orders for :>upply on cash payment, 
or to sell for cash from the principal’s stock kept at the agency 
dep6t of the central bank. The central bank can, if a society’s 
credit warrants an advance, lend money to societies in their 
corporate capacity ; and societies, in turn, can advance money 
to their individual members. There is, in this procedure, no 
overlapping of liability and great simplicity in accounts, while 
the local credit society remains the unit which assesses the credit 
of individual borrowers and collects money from them. Th 
business of the central bank remains legitimate, and its credit 
dealings are with societies only and not with individuals. In a 
tract of country which is studded with strong co-operative credit 


* S^tioa (i) (c) of the Indian Co-operative Societies Act II of 1912 cooeeUe a 
possible {Mall. 
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societies an enlightened and well managed central bank can 
with great advantage to the cultivator, be made the channel 
for the distribution of pure and improved seed and for the sale 
of agricultural implements specially designed and manufactured 
to suit local requirements. Manure, of course, can be procured 
and distributed by the same agency. The central bank need 
not charge for these services to agriculture anything more than 
is necessary to cover any special expense incurred, and the credit 
society requires no profit. All that is necessary is good organiaa- 
tion on the part of the central bank, and, on the part of the 
cultivators of the tract, a thorough understanding of the value 
of association and the exercise of those virtues which we include 
comprehensively in the term " the co-opierativ'e spirit.” But, 
before even this stage of co-operative development can be 
reached, business must be on a large enough scale to support 
the necessary organization. And this, in short, means that 
there must be in the tract to be served a large number of well 
trained co-operative credit societies. 

In almost every country there are many agriculturists 
who for one reason or another find the Raiffeisen type of 
co-operative organization unsuited to their requirements. Such 
persons either require no credit, or can procure it at cheaper 
rates than those which are offered by village co-operative 
credit societies with unlimited liability. But there are very 
few agriculturists indeed, no matter how substantial they may 
be, who cannot increase their profits by means of societies for 
purchase, supply, production, and sale. For these we find 
provided a separate type of organization following what is 
generally known as the Haas System. Under this system 
membership of the primary society is not confined to the narrow 
limits of a single village or parish but may extend to a larger 
though a definitely restricted area. This area must not be so 
large as to prevent the holding of meetings which all memb«s 
can ea^y attend. The main objects of a co-operative society 
of this kind are supply, or purchase, or sale, or production— 
perhaps a combination of two or more of these objects. 
Founded on a basis of limited liability, share capital is, of course, 
an essential feature of their constitution and fumiakeis the 



AN IRtSM CO-OTERATIVt DAIRY. 


SOS 


necessary pledge, earnest money, or margin of security required 
by lending institutions. Sometimes the share capital is whidly 
paid up, sometimes a definite liability is incurred in addition to 
the share or shares taken, and, in a comparatively few instances, 
shares are subscribed for but are held in reserve liability. 
These societies are generally arranged in groups and are affiliated 
to a central union in wl\ich the societies of the group are enrolled 
in membership. The central union is a society with share 
capital and limited liability, the shares being held by the primary 
or unit societies which are its members. Generally speaking, 
the societies and the central union alike are not banking 
institutions at all : in .sonic ca.ses, it is true, they accept deposits 
from their own members but their ordinary channel for credit, 
when such is necessar\-, is the apex or provincial bank. This 
apex bank deals with the central unions, and the central union.s 
in turn dispense credit to the primary societies. Credit is not 
allowed for general purposes but only for such specific objects 
as are clearly laid down in the by-laws of the primary societies. 
For audit, supervision, and control, the primary societies and 
the central unions come under the wing of the provincial federa¬ 
tion. Thus, although the central co-operative banks of the 
Raiffeisen type conduct their entire business cm a basis of 
unlimited liability, tlie provincial banks and federations have 
working under them distinct organizations whicli follow what 
may, for the sake of convenience, be referred to as the systems 
of Raiffeisen and of Haas. 

The short studies whicli follow will, it is hoped, prove 
useful, if only as a guide bv which to measure the limitations 
imposed by environment. 

A. An Irish Co-oper.ative Dairy. 

In the matter of internal organization, modern dairying 
is a machine industry, using steam or electricity as its motive 
power, and the modern butter-making process, the " centrifugal " 
process, is highly specialised. The plant of a fair-sized dairy, 
worked throughout with steam power and the latest machinery, 
costs between Rs. 14,000 and Rs. 25,000. Each morm'ng the 
milk is 4 n:ought from the farms into the dairy yard, and, after 
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a sample of each supplier’s milk has been taken for testing 
purposes, poured into large tanks. The milk is then separated 
at pasteurising temperature, the skim milk (about 75 per cent, 
of the whole weight) being returned to the farmer for cattle 
food. The cream which remains (with the exception perhaps of 
a small quantity reserved for local consumption as cream) is 
ripened in large vats, and then conducted along cooling pipes 
so as to rtach the churn at a suitable temperature. When the 
resulting butter and butter milk are emitted from the churn, 
the butter milk is sucked down by ))umps and led away along 
pipes to b(; jiasteurised and returned to the farmers also for 
cattle food. At first, the Irish farmers grumbled because their 
butler milk was nf)t so valuable as before, not realizing that 
this decrcjuse was more than compensated by the completer 
extraction (»f the more valuable butter material. Lastly, the 
butter passes into the finishing room, where it is rolled, salted, 
and packed. By noon the work of the dairy is at an end. 
Tlie whole process, occupying altogether but a few hours, is 
thus one which depends for its excellence on a combination of 
expert direction and special machinery. The Manager, who 
must ha\e had a special “ butter ” education, is generally 
assisted by an engineer and hall a dozen butter workers, usually 
women. 

B. The Lucknow Baraf-Khana Co-operative Dairy 
Society Unlimited, United Provinces.* 

1. Date of Registration .—The Husainganj Ghosi Co-opera¬ 
tive Credit Society registered on September 14th, I9ii,was 
reconstituted and registered under the above name as a dairy 
society on March 17th, 1914. The dairy actually started 
operations in December, IQ13. 

2. Constitution and Management .—The number of members 
is 40. As a qualification for membership applicants must be 
owners of milch cattle and carry on the business of the sale of 
milk and dairy produce in Lucknow. The Managing Committee 


* This account is taken utrbatim from the Report oi the Committee on Co-operation 
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consists of 7 members, of whom 4 are elected by the 
members and 3 are nominated by the District Co-operative 
Bank, Lucknow, which finances the dairy. Among these latter 
is the Deputy Commissioner of Lucknow w'ho is the ex-officio 
Chairman. Committee Meetings are held not less frequently 
than once a month. Up to January 31st, 1915, 23 meetings 
had taken place. A sub-committee of 3 members, presided over 
by Mr. M. Azhar Ali, Pleader, has been appointed to carry on the 
ordinary administrative control of the dairy and had held 49 
meetings up to January 31st, 1915. Every member of the 
society is required to take up at least one share and as many 
more, not exceeding 50, as the Committee may decide after 
considering his general position. Shares are of Rs. 20 each, 
payable by 20 equal half-yearly in.stalments. 

3. Sources of Capital .—The following are the main items 


which constitute the working capital :— 

Rs. 

Paid up share capital .. 

1,494 

Loan from District Bank 

14,140 

Loan from Lucknow Municipality .. 

6,000 


21,634 


As regards share capital, 441 shares have boon subscribed 
and are being paid up by half-yearly in.stalments. The loan 
from the district bank is being repaid by monthly instalments 
as recoveries come in from members. The sc^ciety was lent 
Rs. 6,000 by the Lucknow Municipality at 5 per cent, repayable 
in 3 years for the construction of suitable buildings. 

4. Employment of Capital .—Cash loans are made to mem¬ 
bers at the rate of 15 per cent., chiefly for the purchase of milch 
cattle and fodder. Small loans arc repayable by monthly in¬ 
stalments, and others according to iheir object and the condition 
of the borrower. The borrower is required to furnish two sure¬ 
ties and to sign a pro-note. Loans ari; ordinarily repaid punc¬ 
tually, but owing to the high price of food-sluffs prevailing last 
year * some have become overdue. 
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The members buy and look after their own cattle. They 
also buy their own fodder which is inspected by the Manager. 
In its corporate capacity the society has leased some pasture 
land in Lucknow itself for the use of the cattle kept in the 
dairy premises, and also last hot weather leased some pasture 
land in the Bahraich district to which dry cattle were sent. 
The .\giicuhuia! Department in conjunction with the Munici¬ 
pality propose shortly to start a sullagc farm in the neighbour¬ 
hood, and have promised to sell fodder to the dairy at reasonable 
rates as soon as it becomes available. 

The society in its corporate capacity has also secured a 
convenient site for the dairy near the civil station and canton¬ 
ments, and has invested about Rs. 8,000 of its working capital 
in erecting (1) a dairy fitted with modern dairy appliances, 
together with an office room, (2) two sheds for the housing of 
the cattle, which number 214 and include cows, buffaloes, 
and calves, and (3) two rows of dwelling houses in which 32 of 
the members reside including both Mussulmans and Hindus. 
The cost of each house is debited as a loan to the member 
occupying it, and when the loan is recovered, the house will 
become the member’s private property. It is proposed, as 
funds become available, to build (i) additional sheds for cattle, 
(2) quarters for the Manager, and (3) a compound wail. 

5. Profits and Reserve Fund .—All animals are milked 
under the supervision of the Manager. The milk is received 
direct in the dairy room at the rate of ii seers per rupee. From 
there it is sold direct to the public at 8 seers per rupee as whole- 
milk, or at 12 annas a pound as butter or cream, or at 14 annas 
a pound as ghi. There arc about 100 regular castomers, both 
European and Indian. The rate of sale approximates to the 
market rate as there is little demand for milk at a higher rate. The 
total receipts on account of sales between December 1913 and 
January 1915 amounted to Rs. 14,468. The milk is distributed 
by hand by some of the members who are remunerated at the 
rate of 6 annas per house per month. 

The society is one of unlimited liability. No dividends are 
to be paid on the shares of members for ten years and after that 
period a dividend limited to 10 pa cent, will be admissible on 
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fully paid-up shares. At present all profits are carried to the 
reserve fund, which on June 30th, 1914, amounted to Rs. 885. 
The profits for the following seven months were Rs. 848. The 
reserve fund is used as part of the working capital of the society. 

6. Staff. —(i) A Manager on Rs. 35 who has visited some 
military dairies and been trained in co-ojjerative work. He 
lives in the compound and supervises the whole institution, (2) 
a whole-time Accountant on Rs. 10 per month, (3) a butter 
maker on Rs, 9 per month, (4) 2 salesmen on Rs. 6 per month, 
(5) I bhisti on Rs. 3 per month, (6) 1 sweeper on Rs. 2-8 per 
month, (7) I choxi'kidar on Rs. 6 j^er month, and (8) about half 
a dozen members di.stributing milk at the rate mentioned above. 
The total cost of the staff is about Rs. no per month. 

7. Special Features .—The dairy, being at the headquarters 
of the Province of Oudh is fortunate in the amount of super¬ 
vision which it receives. It is regularly inspected by the 
Honorary Manager of the District Bank, the Municipal Health 
Officer, the .Sanitary Commissioner with Government, the 
Superintendent of the Civil Veterinary Department, and the 
Officers and Staff of the Agricultural Department, as well as 
by the Registrar. The Agricultural Department have put 
down a small silo in the compound to demonstrate the system 
of ensilage, and have presented a bull buffalo to the dairy. 
The Municipal Board has also given a bull to the institution. 
These two bulls serve only dairy cattle, and a record of their 
service is regularly maintained. 

C. Milk Selling Societies. 

Close scrutiny shows that co-operative dairies of the 
advanced Iridi type are, in all countries, most numerous in 
predominantly agricultural regions, where market conditions 
do not favour the regular despatch of fresh milk to the towns. 
It is, in fact, necessary, in such regions, for the producer to turn 
his milk into something that will keep and can be easily handled 
transported, «.g., butter, cheese, tinned milk, ghi. The 
decisive question, of course, concerning tlte estabU^rment 
of a co-operative dairy, or of a milk selling society, or of a society 
of censuiaers pure and simple, is whether the prospective 
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members are in a position to ensure the regular delivery of a 
sufficient quantity of milk. In many co-operative dairies and 
milk selling societies, members are obliged, under penalty of 
line, to deliver all milk beyond what is required for their house¬ 
hold or farm, and not to make butter or to sell milk. The 
situation of a dairy being of great importance, sites are chosen 
in close proximity to the main traffic routes, the post office, 
and the railway station. Nearness to the railway means saving 
of e.xiiense both for the transport of produce and for the receiv¬ 
ing of milk, coal, and other necessaries. Other factors to be 
considered in choosing the site arc a liberal supply of cool water, 
freedom from dampness, and means for the effective disposal 
of waste matter. 

The society which undertakes the sale of milk only is 
nenc.Tally constituted by combinations of milk producers of all 
kinds either for the purpose of sending milk to a central cooling 
station, or for the establishment of urban central sah^ stations. 
In the former case the object is to secure the production of pure 
milk on the individual farms, to collect this milk in local cooling 
stations where it is thoroughly cleansed and cooled, and to 
despatch this milk of a guaranteed .standard quality to the 
towns. The members of the society undertake to adopt pres¬ 
cribed measures in regard to the equipment of cow sheds, the 
maintenance, feeding and giving to drink of their cows, their 
milking, and the treatment of the milk. They also agree to 
submit their arrangements to the supervision of the officials 
of the society, which provides the necessary collecting and 
cooling station and subsequent suitable method of transport 
and sale. For small producers the advantages are very great; 
the milk is better cleaned and better cooled, and it is preserved 
for a longer time. The producer is saved the cost and trouble 
of marketing, and obtains generally higher prices. Such milk 
selling societies of a local character tend to join or form urban 
societies which establish a central dairy with branch shops in 
some large city. Central dairies, however, require not only 
adequate equipment but a large fixed and circulating capital. 
In general, it must be observed that it is the object of these 
societies to pay the highest possible prices to their mem^>^ for 
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milk supplied, and that unless there is co-operation tor the 
supply of cattle food, etc., working expenses are invariably too 
high in proportion to sales. In dairy and milk selling societies 
alike the formation of adequate reserves is of special importance, 
for the whole business may be brought to a standstill at any 
time by the resignation of a considerable body of members, 
who, by such action, would not only upset the finances of the 
society but would deprive it of the necessary supplies of milk. 
Provided arrangements could be made to secure a regular milk 
supply and to engage skilled and honest mauagfunent, consumers 
in Indian cities might, with great benefit to their health if not 
to their pockets, co-operate to open their own dairies and shops. 
Such enterprise would require tlie support of a considerable body 
of subscribers in order to make it possible and economical, and 
the members of societies would, without active supervision and 
interest on their part, mo.st certainly be disappointed in results. 
It must also be recognized that there are numbers of people 
who place cheapness above every other consideration, careless 
of the truth that adulterated and dirty milk is a grave source 
of danger to health. If milk must be sold so cheap as to render 
the addition of water necessary then, instead of wilfully shutting 
his eyes to the fact that there is not much of the genuine article 
in the “ milk ” he purchases, the consumer might at least protect 
himself and his family by arranging that the water, at any rate, 
shall be pure and tliat the grosser forms of adulteration and 
unwholesome feeding of cattle are prevented. The poor man 
might buy a small quantity of pure milk and add the water 
for himself. 


D. Specimen Business Rules for Co-operative 
Threshing Societies. 

I. The steam-threshing machine shall, whilst at work, 
be under the care of a mechanic appointed for the purpose by 
the Committee of Management of the Co-operative Society. 

His duties, as well as his wages, shall be fixed by a special 
sfflvice agreement, which latter shall require the approval of 
the (Weoal Meeting 
cs 
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2. Members are under obligation to use only the threshing 
machine of the Society for the purpose of steam-threshing. 

3. Every member is bound, for each share held in the 
Society, to employ the steam-threshing machine for—hours 
annually. 

Infringtuiients of this regulation shall be punished by a 
fixed fine, the amount of which shall be determined by the 
General Meeting. 

4. The right of use of the plant by the members shall 
be regulated as follows:— 

(а) In the period from the beginning cf harvest up to 

September 20th of each year, every member is 
entitled to use the threshing plant for half .the 
number of hours to which he is bound by the 
terms of section 3. 

(б) In order to avoid unnecessary moving of the machine 

backwards and forwards, the members in each 
locality must make use of it in turn within the 
period stated under (a). 

(c) The use of the machine shall be a matter of yearly 
arrangement. If an agreement cannot be reached 
as to the locality in which the machine is to be 
first employed, the same shall be decided by lot. 

5. Any person desiring to use the threshing machine 
must himself provide for its transport. Immediately upon 
completion of the work he must again return the machine to a 
highway. 

The transport of the machine from one place to another 
shall be a common charge on the society. 

6. Requests for the hire of the threshing machine must 
be sent to the Secretary. The order in which the requests shall 
be complied with shall be settled by the Committee of Manage¬ 
ment as a whole. The charge for hire shall be settled by the 
General Meeting. 

7. Fuel and binding twine shall be paid for by the user 
of the machine. The materials wiU be dehvered by the Society 
at cost price. The user must provide for the necessary water- 
supply. 
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8, The return of the machine after hire shall be the 
business of the user. 

Tlie above business regulations are approved by the General 
Meeting of , the (date) 

, 190 ■ 

The Co-operative Steam Threshing Society 

registered society with limited 

liability. 

Tlie Board of Supervision 

The Committee of Management 

These rules can. of course, be adapted to suit any kind of 
agricultural machinery. 

E. A Granary Society. 

The illustratioTi given comes from Germany, and the 
student must understand that State aid plays a most important 
part in the organization of German corn selling societies. The 
State has not only granted liberal subventions, but provides 
a ready market, the Army frequently taking the whole of the 
available supplies and selling stable litter, etc., to the members 
of granary swieties on favourable terms. 

The Hallo Granary Society—the most famous of German 
granary societies—was founded in 1896 by 60 members with 
shares of Rs. j-12, carrying a liability of Rs. 75 per share ; each 
member was obliged to take up a number of shares in pro¬ 
portion to the area of Iris land, the maximum holding of shares 
per member being fixed at 100. The number of members 
eventually reached 500. .Members were not at first obliged 
to deliver any fixed proportion of their production, the result 
of this, according to one statement on tliis point, being that 
the Society got inferior com while the good com went to the 
factors. The most usual method of payment was to pay in 
full in cash at current market prices. In the seven years 1897- 
1904 profits totalling Rs. 11,400 were obtained in three years 
and losses rotailing Rs. 1,68,000 for the other four years. In 
1903 the shares were raised to Rs. 75 in value; and members 
agreed to driver a minimum of three tons of cereals and to bay 
at leastftwo tems of manures and feeding-stufis each year from 
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the society. In 1904 the original warehouse was surrendered 
to the State, on the refusal of the latter to lower the rent of 
Rs. 15,000 ; the building and site were not purchasable as the 
land was the property of the State Railway. The Society 
continued business in a warehouse rented for Rs. 3,000, corn 
purchased from farmers being despatched, as far as possible, 
directly from the farm to its final destination. In the two 
succeeding years its profits were Rs. 12,000 and Rs. 15,000 
respectively. The Society was ultimately merged in the 
central trading society of the Sa.xon Co-operati\'e Union, the 
shares oi the warehouse society being taken over by the trading 
society, which guaranteed un interest of 4| per cent, on them, 
3^ per cent, to be paid to members, and i per cent, in liquida¬ 
tion of the debt of Rs. 1,50,000. The central trading society, 
which has a business turnovei of over Rs. 1,50,00,000 per annum 
possesses a large warehouse on the river at Halle. 

Dr. Rabe gives the following reasons for the non-success of 
the Halle (Iranary Society, (i) It was one of the first to be estab¬ 
lished in Germany, and its granary was too large, being, in fact, 
the largest t(.) be built, and the cost of its upkeep was very great. 
Lack of experience was thus largely responsible for the failure. 
(2) The machinery equipment was very wasteful—for instance, 
to handle even a hundredweight of grain all the motors had to 
be set working. (3) The area from which the members were 
drawn was too extensive—some members lived about 80 miles 
distant. (4) The original working capital was too small (the 
shares being only Rs. 3-12) in comparison with the turnover 
(about Rs. 3,00,000) with the result that interest charges were 
unduly heavy,—in one year Rs. 30,000 was paid as interest 
upon borrowed cajMtal. (5) The Society did not sell manures, 
etc., during the earlier part of its existence. According to Dr. 
Rabe, experience proves the sale of agricultural requisites to be 
indispensable (a) because farmers are otherwise obliged to pur¬ 
chase from dealers, who often give them credit on condition 
that they sell their cereals to them, the societies thus losing 
supjdies, and {b) because the profits from this business contribute 
to meet the general expenses without entailing much extra 
oast as regards space and management. (6) UismaiMgement 
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in certain directions, for instance, by holding excessive quan¬ 
tities in stock. In spite of its non-success, however, the general 
influence of the Society had been beneficial to the farmers in 
various ways, especially as regards improving prices and making 
corn dealers more amenable. 

F. Swiss Cattle Breeding Societies. 

For the Swiss agriculturist cattle-rearing is the chief source 
of gain. Small holdings are the rule in Switzerland, and 
necessity has brought breeders together into associations, 
formed chiefly with the object of improving the breeds. A 
small proprietor rarely has the means to procure well-bred 
bulls ; but if small proprietors are well organized, as in co¬ 
operative cattle-breeding societies, the disadvantages of small 
holdings arc no Itjnger felt, and it is possible to create those 
ctmditions which are indispensable to the systematic, continuous, 
and successful breeding of cattle. There are in Switzerland 
(1916) 850 societies for the breeding of cattle ; there are also 
some s(x;ieties solely for purchasing and keeping bulls. The 
objects of co-operative societies for cattle-breeding are as 
follows: - 

(1) The selection and proper maintenance of the best 

bulls ; 

(2) the selection and marking of the best cows and 

heifers ; 

(3) the systematic maintenance of animals for breed¬ 

ing purposes and the proper rearing of their 
calves; 

{4) the regular keeping of a Herd Book with correct 
particulars as to the pedigree of the animals ; 

(5) enquiry as to capacity of production ; 

(6) the encouragement and facilitation of the sale of 

cattle for breeding purposes, and the protection 
of the interests involved ; 

(7) the e.xchange of information among the members 

of the Society as to questions of breeding .and 

• feeding. 



S14 


cqmparativb studies. 


Some particulars may now be given as to the foundation, 
the constitution, and the work of a co-operative cattle-rearing 
society. 

The Society is founded by a certain number of agriculturists 
or breeders of the same neighbourhood or of adjoining districts, 
wlio subscribe to the by-laws. 

The capital required for the purchase of a bull is generally 
collected by means of a quota of from Rs. 12 to Rs. 60 per 
person. The association comprises the general body of members, 
a President’s Committee compo.sed of from three to seven 
members, a Committee of Experts or Valuers, and a Committee 
for the E.xamination of the Accounts. The Secretary of the 
Society usually keeps the Herd Book, and is nearly always one 
of the President’s Committee. The Committee of Experts is 
generally composed of three members who may be all or in part 
ehicted from among the members of the President’s Committee. 
The share capital may l)e formed out of subscriptions and 
premiums jiaid by members joining the Society later, from fees 
for animals entered in the Herd Book (one or two rupees per 
head), from prizes gained by bulls belonging t<^ the Society, and 
from contributions from the State and tlie commune. The 
co-operative societies do not aim at making large profits, but 
they often endeavour, more especially the larger and older 
siKieties, to form a reserx'e fund to meet any eventualityo 
Members are not responsible for engagements made by the 
co-operative society to which they belong : it must fulfil them 
exclusively with its own capital. Since 1910 the Swiss Federa¬ 
tion has shared the cost of establishing co-operative cattle¬ 
rearing societies, granting to them sums of from Rs. 60 to Rs. 180. 
The amount of the contribution depends on the quality of the 
cattle, and more especially of the bulls belonging to the Society, 
as well as on the correct keeping of the Herd Book. 

Individual co-operative societies vary much in impwtance ; 
as a rule the number of members is from 10 to 50, but in excep¬ 
tional cases there are 60 and even 100. The number of animals 
entered in the books varies from 30 to 100, sometimes ev^ to 
aoo and more. The territory of a society may include one or 
more communes and extend even over a whole A'alley^ The 
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choice of sires from among cattle belonging to members is made 
by the above mentioned Committee of Experts solely from 
among animals of pure breed and of the proper age. This 
Committee also buys bulls for the Society and decides, generally 
only provisionally, as to the acceptance and entry of cows and 
heifers in the Herd Books. Their definite acceptance is in 
most cases made by the Cantonal Examining Commission, 
which every year revises the assets of the Society. Animals 
to be entered are marked on the left horn with the mark of the 
Society and a progressive number. Should the animal be sold 
to any person not belonging to the Society, or to a butcher, 
its name is erased from the Herd Book. This must be done 
also should the animal prove of inferior quality or of insufficient 
reproductive power. The bulls are clioscn with the utmost 
care. The societies as a rule keep bulls which have certificates 
for serN’ice. A bull belonging to the Society must not imly 
possess beauty of form and have proved reproductive capacity, 
but must also be of a good breed and give reasonable expectation 
that its good qualities will be transmitted to its descendants. 
The questions both of descendants and pedigree are of great 
importance in tlic selection of bulls. The co-operative societies 
generally buy only those bulls acknowledged to be the best, 
and therefore the prices paid arc considerable, sometimes 
Rs. 2,500 to Ks. 3,000 and even more. It often happens that 
one bull is not sufficient for the larger co-operative societies, 
which are sometimes obliged to buy a second or even a third, 
though others limit themselves to one, which they hire. In 
this case a regular contract is made by which members posses¬ 
sing bulls of good breed agree to put them at the disposal of 
otlier members on payment of a fixed sum by the Society. 
Bulls thus hired are entered in the Herd Book of the Society. 

Cows and heifers are not entered in the books unless they 
are of good breed. Since the intervention of Government has 
made itself felt in the breeding of cattle, every animal must be 
examined according to a uniform system (classification by 
marks, highest number 100). In this way a certain -oniformity 
is obtained in the acceptance of cattle, and now the only dif¬ 
ferent is as regards the minimum number of marks necessary 
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for entry in the books. In consequence of the improvement 
in the quality of the animals the minimum has been raised and 
the examinations arc more strict. 

Co-operative societies for cattle-rearing have also brought 
about an improvement in the management of the animals. The 
Society generally entrusts its own bulls to the care of one of its 
members who signs a regular contract by which he engages to 
feed and take care of the animal for a certain sum as compensa¬ 
tion. There are special rules laid doum by the Society for the 
management, feeding, and hiring out of the bulls. Besides 
fodder (hay and sometimes fresh grass) bulls should also have 
a certain quantity of more .substantial food. For cows and 
heifers there are common pastures. Alpine co-operative socie¬ 
ties have; mountain pastures to which they can send the animals 
for the summer months. The societies of the valleys are now 
continually endeavouring to buy or hire mountain pastures for 
the cattle of their members, for the beneficial effect of a summer 
in the mountains on the health and development of the animals, 
especially of the younger ones, is well known. It will be seen 
that, owing to the co-operative societies, much progress has been 
made in the breeding and management of cattle. The calves 
are more scientifically fed, receiving sufficient wiiole milk 
for a much longer time, and substantial food as they grow older. 
Tliey are prepared for the mountain pastures by having full 
liberty in fields adapted to their needs. Tlie development of 
the animals is encouraged and protected by sound methods, 
too early breeding being avoided. The co-operative societies 
have also undoubtedly contributed to encourage the breeders 
to perfect themselves by mutual instruction and good 
example. 

These societies have always made a point of requiring a 
regular registration of cattle and in this respect they are worthy 
of all praise, for breeding could have no durable result without 
a precise knowledge of the pedigree of the animals, and for that 
a carefully kept Herd Book is indispensable. The Swiss 
Department of Agriculture gives precise and minute directions 
as to the keeping of these books, so that the system is uniform 
throughout all the cattle-rearing territory'. Private Herd J^ks 
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without official character, are of little importance now that 
co-operative cattle-breeding societies are widely diffused. 

The Society’s registers comprise the following books, 
principal and secondary. 

The Herd Book divided into two parts, one for bulls, the 
other for cows and heifers. 

The Register of Admission. 

The Stall Book. 

The Service Certificates. 

The Register of Service Certificates. 

The Register of Births. 

The Certificate of Sale, etc. 

The Register of Young Animals. 

The Extract from the Herd Book. 

As already stated the animals to be entered in the books 
of the Society must be marked on the left horn. In the Register 
of Admissions the name and age of the animal and the name 
of its proprietor, &c., must be entered, and from these 
particulars the regular entry in the Herd Book is made. 
For the exact keeping of the Herd Book, the Stall Book is of 
great importance ; it must be kept ready for reference by every 
owner of a bull. In this book must be entered in chronological 
order all the services of the bull, also its namf, number, and 
countersign or metal token, also the age of the cow and the name 
of her owner. From the Stall Book these particulars are 
taken for entry in the Herd Book in which births must also 
be registered when duly announced by the owner of the calves. 
If a member should hire a bull other than that belonging to the 
Society he must inform the .Society by .sending in the Service 
Certificate. When a bull is s,;ld, the owner must give notice 
to the Society by means of a Special Certificate of Sale. Note 
of this must lie made in the Herd Book in which tliere is a space 
for entering the pedigree, the measurements, the classification 
of the points, and the reproductive capacity. 

An essential part of the Herd Book is that which con¬ 
tains the certificates of serxice given by the Federation. Since 
i8gi the Swiss Department of Agriculture has distributed to 
cattl^ewn^ the best bulls selected according to the Service 
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Registers. The certificates are numbered, and contain the 
name, number, countersign, and generally the pedigree of the 
bull. Cows and heifers also receive Service Certificates con¬ 
taining the name and address of the owner, the name, age and 
marks (number and countersign), the metal token (number and 
entry), and colour of the bull. The certificate holds good for 
four services, and bears the date of its issue and the signature 
of the writer (either the keeper of the bull or the keeper of the 
Herd Book). Another essential part of the certificate is the 
entry of the birth with the pedigree of the mother, the day of 
the birth, the name of the calf, the number and the entry of the 
mark on the ear and the date, also the signature of tlie Registrar. 

The cah’es of such bulls and cows themseh'es destined for 
breeding purposes must bear on the right ear the federal mark 
jilaced there by men duly appointed. The owner of the animal 
must confirm the birth and pedigree of the calf before the Regis¬ 
trar, calling two witnesses as prescribed by law. The Registrars 
are appointed by districts, and are given the status of Govern¬ 
ment officers, and must be persons worthy of tnist if not the 
district veterinary surgeons. 

Tin' respective cantons must sujiervise the keeping of the 
Registers of Service Certificates. The registers are submitted 
in June of every year to tlie Swiss Department of Agriculture. 
Such registers are now in use all o\'er Switzerland. By these 
registers and the consequent marking of calves with the federal 
metal token, the. pedigree of the animals is securely established. 
Such a guarantee is daily required in commercial transactions, 
offering as it does, a means of identifying the animal much more 
precisely and surely than written notes. The pedigree of the 
animal is also proved by the federal Herd Book, and (a veiy- 
recent innovation) by pedigree tables, which are becoming 
more and more general from their clearness and completeness. 
The appraisc'ment of descent considered in the adjudication of 
prizes, and in part also in the admissibility of the bull for ser\ice, 
is calculated by marks. 

A Pedigree Book is a new factor in guaranteeing pedigrees. 
It treats of tl^ best breeding stocks and their descendants, 
in researches for purity of blood it is one of the best haljja and 



FEDRHATION5 OF SWtSt CATTLIMKARING SOCIRTIKS. 

renders excellent service in the purchase of animals for breeding. 
In 1911 the Swiss Agricultural Department published Pedigree 
Books. 

G. Federations of Swiss Co-operative Cattle- 
Rearing Societies. 

After the establishment of numerous co-operative societies 
the need for concerted action between them became evident. 
And soon Federations came into existence in the chief cattle- 
breeding districts. In 1850 was formed the Swiss Federation 
of Co-operative Societies for the Rearing of Simmenthal Cattle : 
in 1897 the Sxviss Federation of Co-operative Safeties for the 
Rearing of Brown Cattle. Both extended rapidly. At the 
present time the first comprises 340 co-oiierative societies with 
10.371 members, and 26,510 head of cattle ; the second numbers 
190 co-operative societies with 6,347 members, and 21,900 head 
of cattle. 

The aim of these federations is to improve the organization 
of the co-operative societies and of cattle-rearing in general, 
to facilitate the exchange of sires, to create uniformity of method 
in the examination and valuation of cattle, to institute conferences 
of judges appointed for the conferrirg of prizes after due 
researches as to production, to take part in exhibitions, and to 
favour trade in cattle for breeding. They also aim at a uniform 
system of keeping the Herd Books, instituting insp)ections and 
prizes. 

To encourage the exchange of sires, these federations 
organized special fairs for bulls, which are held annually. To 
each of these fairs, which arc also of the nature of exhibitions, 
are sent from 800 to 1,000 bulls ; they continue for three or 
four days and are frequented by foreigners as well as by Swiss, 
offering an excellent opportunity for the purchase of good 
breeding material. The bulls are judged and jnfizes awarded 
by a specially appointed jury. To the best bulls are granted 
certificates for service ; to the younger bulls for one year, to 
the older without a time limit. Sometimes whole herds ^ 
breeding-cattle are sent to the fairs for exkflntion and competir 
tion im prizes. They comprise the heads of the herd and 
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male descendants, thus affording an opportunity to visitors to 
the fair of ascertaining precisely the pedigrees of the animals 
and of guidance in questions of breeding. The federations 
encourage the sale of breeding-cattle by sending them to 
exhibitions, especially those in foreign countries. Convenient 
permanent offices for the transaction of sales have been estab¬ 
lished, .and they furnish every possible information, and conduct 
the exchanges of sires. There haN'e been several meetings of 
members of the juries appointed to confer prizes, and these 
have contributed in a remarkable manner to uniformity of 
nudliod in judging the animals. 

They Iuin'c also done much to secure uniformity in the 
method of keeping the Herd Book. 

Modest in their origin, the Swiss co-operative societies 
have, within a brief period, attained a high state of develop¬ 
ment ; but notwithstanding the general success there have been 
occasional failures of a serious nature and these have been 
caused by mistakes in the selection of sires, disease and epidemics 
in the herds, unfavourable local conditions, errors in the selec¬ 
tion of managers, and lack of co-operative qualities in the 
members. C.a.ses of failure, however, ha^'e been exceptional. 

H. Cattle Insurance. 

The importance of live-stock insurance for the agriculturist 
may be said to be in inverse ratio to the number of his cattle ' 
and the size of his holding. Large cattle-owners may dispense 
with outside insurance and spread the risk over their flocks 
and herds, occasional losses being unlikely to affect their general 
financial position ; but the loss of one or two head of large 
cattle may seriously embarrass the small owner, not only by 
the loss of the value of the stock, but also by the loss of income, 
of his means of cultivation, of manure, or (in India) of fuel, or 
of milk and ghi. Yet it appears that, in most countries, small 
agriculturists, as a class, make the least use of insurance. In 
fact of the total value of the 22,000,000 large cattle existing 
in Germany in 1910, a percentage of 8 only was insured at all, 
and most of the animals insured were the property of large 
owners. 
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Direct dealings with the small owner are not entered into 
by ordinary insurance companies. Just as the small rural 
borrower is too remote from the Joint Stock Bank, so the 
insurer of a few beasts offers business which the big insurance 
company cannot touch except at prohibitive rates. Cattle 
insurance is, therefore, most suitabl}' undertaken by local 
organizations of a mutual or co-operative character. The 
members of such organizations can, among other things, observe 
and supervise the care given to insured animals and the action 
taken when anything occurs ; and it is to their interest to do so. 
They are, also, in a position, without incurring any appreciable 
expense, to estimate correctly the value of the animals both upon 
insurance and in case of loss. The drawback of local organiza¬ 
tion consists in the fact that the risk is covered by too small 
a number of animals and in a too restricted area. Should 
numerous losses occur more or less simultaneously, kwal societies 
may not be able to meet their obligations. It is, therefore, 
necessary for local societies to establish schemes of re-insurance 
either by combining among themselves, or by arrangements 
with large insurance undertakings. 

As regards the raising of funds, there are three methods 
practicable and actually in use. In the first place, funds may 
be raised by a levy covering the more or less varying actual 
expenditure incurred ajter the event. “ This, ” says Mr. H. W. 
Wolff, “ is sometimes extolled as ‘ the most co-operative' of 
the three methods, inasmuch as it deals only with expenditure 
actually incurred and simply distributes the burden, making 
the member receiving compensation bear his own proper share.” 
There is, however, under this method, no ready cash to pay out, 
and the loser of the animal may have to wait for payment of 
his claim. To meet this difficulty, some societies borrow, but 
this adds to the expense. 

In the second place, a society may levy fixed premiums. 
But under such a scheme the money accumulated may be 
insufficient to satisfy claims. Some societies pay out till the 
{ffemium fund is exhausted and then no further claims are 
allow^ed during the year. In Europe, cattle mortality in an 
ordidhy year and from ordinary natural causes works out at 
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about 3 per cent. ; but there are exceptional years, and in 
individual societies the figures of mortality are sometimes very 
high. Death by glanders, tuberculosis, and eiudemic diseases, 
on account of negligence on a journey to market, or from one 
town or village to another, is not accepted as an insurance risk. 
And in Belgium, the Boerenbond, or Federation, of which country 
has an arrangement for rc-insurance with the Norwich Union 
Insurance Company in England, war risks and death from 
lightning are excluded, though the law makes insurance com- 
pulsorj'. The fixing of premium rates is not so difficult a 
matter in Europe, with its exact statistics and Government 
inspection of animals, as it would be in India. 

The third method is to levy a fixed subscription to keep 
the .society in cash, witli liability attached to it to pay an 
additional levy after the event, should occasion require it. 

“ The most systematic attempt to organize live-stock insur¬ 
ance in several grades, and on a national basis,” writes Mr. H. W. 
Wolff, " is that upon which the French Government, not without 
reason, not a little prides itself. The disfiguring feature * 
about it is that it is to so large an extent the result of State 
pressure and State subvention. Provided that certain conditions 
are complied with, to keep the scheme ‘ mutual ’ the 
French Government pays Rs. 300 towards the formation of 
each local insurance society, rvith additional assistance, at the 
discretion of Government in very bad years. If the first kind 
of assistance offered is questionable, as leading people to believe 
that they are rather obliging the bountiful taxpayer than 
providently studying their own interest, the second seems 
absolutely vicious, because it leads people to misunderstand 
the principles of insurance and disregard actuarial foresight. 
Such criticism is supported by the fact tliat the money thus far 
contributed by the State has gone mainly to the reserve funds. 
A little more subscription or a little more federation would, 
therefore, have made State aid superfluous altogether. 

The conditions imposed by the French Government under 
a law to entitle societies to State aid are these. The services 


* Sut« pratore and Sute tubventlan may be neceesary in the pabtic iatenet. Erery 
caac ffluet be {odged on it* enra merits. State neoeiai^ is a factor to be reckohM with. 
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given by officers of the Society must be unremunerated ; tiwre 
must be no funds shared out among members ; the premium 
or subscription levied must not fall below i per cent, of the 
value of the beast ;* and compensation must not exceed Sof 
per cent, of such value. Partial compensation for loss is, it 
must be remarked, a feature of cattle insurance schemes in every 
country, the owner having to bear h is share of the burden. Pro* 
vidod the prescribed conditions are complied with, societies not 
only get the financial aid just mentioned, but are, in addition, 
exempted from every kind of taxation, stamps, or fees. Under 
this fostering treatment something like 8,500 local societies 
have come to be foimed. And they arc reptuted to be doing 
well in the main. Tliore is no pressure used to make them 
combine, but the majority have combined in about sixty regional 
societies, re-insuring risks. In addition tiiere are two moder¬ 
ately largo, re-insurance companies, the services of which are not 
sufficient for the large host of village societies. Accordingly 
the Government has a measure now on the stocks which is to 
create a ‘ National ’ Re-insurance Society, designed to act as 
the coping stone of all, endowed with Rs. 10,80,000 of taxpayers' 
money and drawing, in addition, an annual allowance of 
Rs. 180,000.’' 

In the Cenlrai Pro\’inces and Berar the co-oixirative move¬ 
ment must advance some stages, I tliinh, before regular cattle 
insurance is attemified. Credit societies are the best schools 
in which to teach people what co-operation means, and there 
is very much to be done in the way of propagandist and educative 
work before we can venture very far beyond the confines of 
credit. When cattle insurance is started, the societies should 
be small and local, and they should be of the nature of “ insur¬ 
ance clubs.” Liability for claims in any one year should be 
limited to the amount of premiums received in that year and alt 
risks should be included. Very careful arrangements should be 
made to record accurate statistics and tables of mortality. If 
the people are really imbued with the co-operative idea they 


• Cf. the German rate*, 4 to 6 per cent. Cibiit, op. ctt., p. jgj. 
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will welcome the scheme, and they will be able to understand 
why a preliminary humble and experimental stage is necessary 
before anything ambitious can be attempted. All profits, e.g., 
excess premium payments left after meeting claims for the year, 
should be carried to reserve. If success be met with in this 
initial stage, then with increased knowledge, understanding, 
and experience, natural development will follow. Above all, 
the temptation to be impatient of slow progress and to ask 
for Go\’ernment money ought to be resisted, simply because 
lasting success in co-operation can only be obtained at the cost 
of the necessary effort on the part of co-operators, and that is 
the Ic.sson which is so hard to teach in India. With the accu¬ 
mulation of reserves, funds will become available for organization 
on a large scale, and of the ultimate necessity for this higher 
development there can be no doubt. On this point we have 
the ripe experience of other countries to guide us.* 

I. Insurance against Hail. 

Co-operative insurance, unless it follows the purely “ local 
mutual club ” plan, inu.st, if success is to be gained, be a matter 
of " big battalions." Risks must be spread over large numbers 
and large areas. Both the latter might be forthcoming in an 
area co\’ered by co-operative credit societies and served by a 
good central bank ; and, in such an area, the members of 
societies, if advanced enough, would welcome any scheme of hail or 
cattle insurance which they considered likely to benefit them. 
But the writer’s opinion is that in the Central Provinces and 
Berar, the organizer can be sure that the motives behind the 
welcome are of the right kind only if his scheme is to be worked 
with money found directly by the people or by their own credit 
organization. The Indian peasant is quite ready to play with 
money provided by Government and to accept a sporting 
chance that he may not have to pay it back; the debt will, 
he thinks, like revenue, rent, or taccavi, be remitted if all does 
not go well. “ Therefore,” he argues (except where his own 
money is at stake) “ it is better to agree with all that the 


C/. H. W. Wolfl “ Co-operation in Agricultnre,”,p. 141. CabiU, op, cit 7 *p. 494. 
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representative of Government says, altiioagh it is very cUfflcnlt 
to understand what this new scheme is. One must obey the 
Government order.” If co-operative credit really does its 
work, thrift will be inculcated, and funds will accumulate, while 
the cultivator will become less fatalistic and more expert in that 
process of arguing from cause to effect which Ls at the bottom 
of the shrewdness that makes the " business man.” Till 
co-operative credit has done its work and broadened the outlook 
of the cultivator, hail and cattle insurance are things beyond 
him ; it is the new wine and the old bottles over again. Operations 
on a big scale are necessary for good schemes of insurance ; 
the practical education given by co-operative credit societies 
will, in time, produce a large enough number of new bottles ; 
and we had better not offer the new wine till then. 

Mr. Wolff has some very valuable remarks to offer on the 
subject of insurance against hail. ” Hail,” he writes,* " as 
every one knows, is a most capricious customer to deal with. 
It picks out the districts to be swept over without any regard 
for actuarial calculations, lumping its ravages together, either 
locally or in respect of time, in the most unaccountable manner. 
Its heavy depredations in Hungary, in 1897 and 1898, caused 
insurance companies to raise their premiums suddenly by 100 
per cent. There is even worse to tell of 1909, the losses 
sustained in which year caused the si?: largest hail insurance 
companies in Germany—being ‘ mutual ’—to supplement their 
ordinary levies by additional surcharges ranging from i6o to 
350 per cent, of the former. No small folks’ co-operative society 
could have stood such a test. 

In Italy the trouble is that hail visits—and that heavily— 
only certain districts, namely, the valleys of the great rivers, 
leaving the higher ground unmolested. Under such circum¬ 
stances it is e.xceeding)y difficult to secure sufficient support 
for co-operative hail insurance. Elsewhere insurance, whether 
co-operative or otherwise, is practised only partially, ^plied 
only to distinct crops, or within a fixed limit of damage. Hence, 
after all, the first Napoleon’s advice to his countrymen seems 
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risks are selected in Austria by a great central insurance 
institution, with all the possible data to guide it. Writing 
in 1913 of the 27 French mutual hail insurance societies, 
with their 38,000 members, M. Anatole Weber explains 
why they are making no progress. ‘‘ There is nothing more 
hazardous,” he says, “ than these associations of a few members 
all unequally liable to suffer from disasters, and con.scquently 
likely to have recourse in vaiying degree to the common fund, 
which is insufficiently provided with means to meet .such con¬ 
siderable losses. In such a case, and even more than in the 
case of the insurance of livc-.stock, tlie dispersion of risks is a law 
which ought to be as closely observed as that of large numbers. 
The absolute need of re-insurance is confirmed.” 


CHAPTER VI. 

The Co-operative Store. 

For a co-operative store, success will only be forthcoming 
where the members have the brains and energy necessary to 
.secure it. Above all, members must be loyal to their store, 
and this they cannot be unless the store supplies their wants. 
It is the business of the members to sec that their wants are 
supplied ; they must, therefore, take an active and intelligent 
part in the control and management. The eo-operative store 
is a centre of thought as well as of trade. It is the business of 
the store to buy pure good- with ready-money wholesale, and 
sell for ready-money at ordinary market rates For capital 
a fixed price is paid in the shape of interest, and all profits are 
shared amongst the members in proportion to the custom they 
have brought to the store. Most successlul institutions of this 
kind have been started on a va ry small and humble scale. At 
first, the store is .situated, perhaps, in the house of a member, 
and all service is unpaid. Later on, premises are rented and a 
salesman is emjiloyed. If the business becomes big a manager, 
is engaged, and the society builds or buys premises of its own. 
Ther^nmst be no great flourish of trumpets and amlntipnft 
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schemes at first: the members have to learn all about their business 
before they can expand it, and the greatest care must be taken 
to see that nothing superfluous is stocked. Cash dealings are 
essential ; the store must not ask for credit and it must not 
give it. 

The purchaser at a store ought to be able to buy without 
misgiving. Adulteration is so common in competitive shops 
that no one can depend on anything being genuine, neither 
clothes to wear nor things to eat. The majority of buyers are too 
ignorant of qualities to find out deception. The co-operative 
store is a public shop opened in the public interest, and 
every co-operator who helps to keep a store open, and who 
assists it with his custom and stands by it loyally, is a benefactor 
of the public as well as of himself. In England, the model of 
all countries in this branch of co-operation, women have always 
been staunch supporters of co-operative stores, and many of 
them ha\’e been distinguished by their success as managers and 
administrators. To the mother of a family honest quality in 
goods is a great consideration, as the health of her ehildren 
greatly depends on it. If purity of goods is a feature of 
co-operative stores it is only so because the members have learned 
where to buy and what to buy. Good co-operators never leave 
themselves entirely in the hands of a paid manager. A passive 
union of consumers is not of itself sufficient to secure that certain 
economies should fall, as it were, heaven-sent into their lap. 
We thus arrive at three mam principles, and these are 

(»■) The members must make known their wants to the 
store. 

(it) They must satisfy their wants from the store. 

(Hi) They must control those who attend to their wants 
in the store. 

If the members of a store make known their wants to the 
store and then refuse to satisfy them from the store, the 
knowledge which the store has of its members’ wants is inefiective. 
If the members of a store are ready both with a knowledge of 
their wants and with loyalty, but omit to control the of 
the paid savants of the store, then the c ommnniriatin n and loyal 
satisfaction of their wants are int^gence vsrtot wastei^ 
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Can the store realise any economies of business organisation 
which are impossible to the non-co-operative establishment ? 
In the department of retail distribution, yes. The private 
shopkeeper can only guess at the wants of his customers; he 
cannot formally assure himself of the continuance of their 
custom by any honourable method, though he may, of course, 
bind them by getting them into his debt. The co-operative 
store, on the other hand, jwssesses a knowledge that such and 
such goods are required, and, in many stKieties, a guarantee 
is required that these will be taken. The store is under the 
control of it,s members, and the e.xpenses of general manage' 
ment are small. 

Sale at market price has a two-fold advantage. First, for 
a purely business reason, even if sale at cost price were aimed 
at, this would in practice be a trifle higher than the cost of 
production or the price paid to the wholesale merchant, as the 
case may be. For the division and cutting up of goods for retail 
consumption entail a certain amount of waste which it is not 
easy to estimate in advance. It depends on very irregular 
circumstances, occasional unskilfulness in carriage and sale, 
changes in the weather, the discovery of defects not apparent 
in the wholesale condition, the distaste of customers for a 
particular piece of a particular commodity, and so forth—so 
that the estimation of an average charge under this head would 
be particularly liable to error ; and if the error were much on 
the wrong side, it might be necessary to make a call on the 
purchasers for a further payment, which would certainly cause 
difflculty and irritation. The second reason is psychological. 
By selling at market price .and accumulating the surplus at the 
end of the year, the store displays its benefits to the most 
striking advantage. A few annas may seem a very petty affair ; 
but Rs. 15, or perhaps more is a sum worth the having. Thus 
the store first sells according to a price-list fixed by the fwivate 
retailer, and then subsequently, by its dividend, impresses on 
its customers the financial benefit which it confers. Under the 
policy of cheapness the store enters into competition with the 
private dealer and is a continual irritation to him; whereas 
stor^ which keep to the market price benefit the sho^ceepo^. 
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who can obtain better prices for his commodities, since no cus¬ 
tomer can say he can get things cheaper at the co-operative 
store. 

The advantage of the dividend in proportion to custom 
is its equity. The dividend is the net profit after deduction, 
first of the allotment to the reserve fund, educational and other 
propagandist funds, and secondly, of a fixed remuneration to 
capital. Outside Belgium, where no interest is paid on shares 
at all, capital in the co-operative store receives a fixed rate, 
usually 5 per cent. Shares are small in value, it must be re¬ 
membered, and holdings are restricted in amount. Capital is, 
therefore, more of the nature of a sa\’ings deposit, with a slight 
risk and moderately easy obligations, c.g., the promise to give 
custom to the store, attached. The remaining profit accrues 
to members in proportion to their trade. Except in Germany, 
sate to non-members is permitted and generally practised.* 
As a rule, non-members are only encouraged as potential 
members. 

In the course of and through its commerce the co-operative 
store has conferred on its members certain social boons. 

(/) It has introduced humble people to the task of self- 
government ; it has, in doing so, taught them that, without 
thought, experience, knowledge, and self-restraint, there can 
be no self-government but only muddle and mismanagement. 

(ft) It has, by insistence on cash payments, taught the 
disadvantages of debt. 

(ttt) It has made thrift eas\. " All beginning is difficult,” 
and in nothing more than in saving. The co-operative store 
asks for a very small initial payment for a share in cash, the 
balance due being, very frequently, provided by crediting a 
member’s share account with the sum to which he becomes 
from time to time entitled as his share in the profits. 

(iv) It has definitely called upon its members to make 
sacrifices for the improvement in intelligence and character of 
themselves and the working classes generally; while the 


* In June, 1916, proposals are being put forward in England, to tax profits accruing 
from sales to non«inecaber«« 
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creation of the Co-operative Union* for co-ordination of aims 
and of policy, and of the wholesales for centralised business 
organization, has taught them what co-operation really means 
as an economic force. Every member is entitled to one vote 
in the general meeting, and no one has more than one vote. 
In the general meeting the most junior member has a voice 
in the election of the management and often a real opportunity 
of submitting suggestions or criticism. No doubt, as a nile, only 
the few enthusiasts are regular attendants. From membership 
to a seat on the committee, from the committee to the post 
of Secretary or President, there is a graduated ladder of 
responsibility which the intelligent member can climb. 

The Educational Committee of the English Co-operative 
Union defines co-operative education as " primarily the forma¬ 
tion of co-operative character and opinion : and secondarily, 
though not necessarily of less import, the training of men and 
women to take part in industrial and social reforms and municipal 
life generally.” The work done may, perhaps, be classified 
under three heads, (a) Co-operation ; instruction in its history 
and principles, (6) General ; libraries and lectures, (c) Recreative ; 
reading rooms, social entertainments, excursions, etc. The 
various forms of educational and social activity, from the two 
scholarships of £iuo per annum for the sons of working men 
co-operators at Oriel C(dlego. Oxford, do'vn to the social enter¬ 
tainment following the presentment of a store’s balance-sheet, 
have been systematically fostered by the Co-operative Union 
which has, in England, shaped itself into a general unifying link 
for the securit}' no less of commercial than of social harmony. 
The model rules of the Co-operative Union ''ecommend the 
put ting aside of 2 J per cent. oi t he profits as a fund for educational 
and social development. 

For women the co-operative stoic and the dividend have 
the greatest fascination. They are, generally speaking, the 
wage spenders, and they appreciate the value of the dividend 
which awaits them at the end of the year. It is this which 
has overcome a very natural and serious resistance on the part 


^ * lo Agricultural Co-operation the ler-, Federation ia the equival^t. 
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of women to the co-operative store. M. Henri Rivet* classes 
" women ” as one among nine obstacles to the co-operative 
movement. The co-operative store does not provide a good 
gossiping place. But encouraged by dividend, or by the 
vouchers for purchases made, which represent so much money 
saved and available for further supplies, women have progressed 
to the assumption of mo.st important duties, from those of local 
educational to central committees. In England, the women 
co-operators have a special guild of their own and do a vast 
amount of good social work. 

It is not of itself the dividend according to custom, or the 
per cent, to education, which gives to the British stores 
their significance as a movement ; it is rather their policy of 
centralised expansion under the direction of the English and 
Scottish wholesales. But the attitude developed by the educa¬ 
tional atmosphere of the co-operative movement fitted members 
to understand and support a progressive policy. Education, 
once more, docs not simply mean book knowledge or an ability 
to pass examinations. The thrift developed by the dividend 
provided the capital for carrying out a progressive policy. 

As the Briti.sh stores developed, they found themselves with 
funds amounting to some millions sterling, which could not 
profitably be used in their own distributive businesses or in their 
wholesales, as long as they confined themselves to distribution. 
Unless, therefore, they deliberately rejected savings, they had to 
re-invest them either in productive establishments within the 
co-operative movement or in ordinary commercial enterprises. 
The leaders saw and used the opportunity given them. By 
carrying co-operative effort back to the previous stage of 
production, co-operators might make their business independent 
of outside trade, and themselves a " State within a State." So 
it has come about that for general large-scale industrial 
production the Wholesale Society has been created and placed 
at the apex of the organization. This is the side of co-operation 
which is peculiar to Great Britain but which other countries 
aspire to imitate; and the only limit to its expansion—the 




* **Le9 Boutangeriflt CoK^ientivtt en France/* ^ 334* 
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figures of annual production run into many millions of pounds 
sterling—is the demand of the constituent stores for those 
goods which can be made in Great Britain. The development 
and constant support of home industries is thus intimately 
connected with the progress of the co-operative movement. 

In “Co-operation and the Great War ”* Mr. G. R. Carter 
points out the influence of co-operation in reducing the 
dislocation of trade which occurred in England on the outbreak 
of hostilities. “ The days at the beginning of the War were 
marked by a rush for obtaining food-stuffs. Those responsible 
for the policy of the co-operative stores had to take protective 
measures. The societies as a whole showed a remarkable effort 
to keep down prices, to re-assure their customers, and to avoid 
the tendencies to the exploitation of prices shown by various 
private dealers and retailers of provisions. The prices of goods 
in existing stocks were maintained, and this action tended to 
steady the retail and wholesale markets considerably. The 
Co-operative Wholesale .Societies adopted a similar prudent 
and public-spirited policy. The whole resources of these vast 
organizations were utilised to case the situation for the millions 
of consumers dependent upon the policy of the Wholesale 
Societies. The action of the latter and of the .stores was 
essentially public-spirited and proved of the utmost value to the 
whole body of co-operators. And in view of their commanding 
position in the marketing of necessaries, their policy also steadied 
the situation to the advantage of the community in general.’’ 

For town dwellers in India, the co-operative store as an 
immediate means of economy, thrift, and general education 
ought to possess great attractions. As an ultimate agency for 
the promotion of home industries the store deserves serious 
consideration. 


P. S. King aix.! Co., I..ondou. 1915. 
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CAUSES AND EEEECTS OF THE RECENT WANT OF SUCCESS 
IN THE DEPARTMENT OF CO-OPERATIVE AGRICULTURAL 
CREDIT IN GERMANY AND THE LESSONS TO BE LEARNED 
FROM IT. 


RV 

Du (iR.-XBElN OF Heri.in. 

{An urttde puHishni in the RuUetin of Economic ami Social Intelligence for 
Decembet, 1913 ) 


Till- iRimt laiUires. involviug m niin a series of loan and savings banks 
in the Grand Dindiy of He->;.e and the loss of millions by two central co¬ 
operative hanks, the Landuirlschajllichc Gcnosscnscltallsbank (Agricultural Co¬ 
operative Bank) of Darmstadt and the Reiclisgenossenschaftsbank (National 
Co-f)]5erative Bank) of Fraiiklort-on-Main, have attracted the attention, as 
may Ik' easily understood, not merely of those engaged in co-operation, but 
also of the general German ]Ful)lic. With the 27,373 agricultural co-operative 
societies now existing in Germany, amongst which there are 17,274 rural loan 
and savings hanks, there are so many and such important interests associated, 
that it is easy to understand the interest taken by the public in these unfortu¬ 
nate events. Even m foreign countries, whore the splendid development of 
German agncultural co-oix'r.ition w.is followed, fullv approved and often 
taken as an example, these recent events have produced a profound impression 
in co-0}K'rati\’e circles. 

Since the National Federation of German .Agricultural Co-operative 
Societies, to which the organizations that have tailed belonged, published 
these facts at the Wiesbaden Congress held this year,* it is time to speak 
of them in this Bulletin of the International Institute of Agriculture, Con¬ 
sidering the character of this periodical and its wide circle of readers, it will 
lie well to set forth clearly here the causes and effects of these failures, and 
esjiccially the lessons they teach. 


• Kepnit ol the new Manager ot the National Federation,f/eir Genites, on the 
causes ol the want of success of certain co-operative societies. 
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§ I. The failure of the local loan and savings banks of the 

GRAND DUCHY OF HESSE. 

In a pleasant valley of the Odenwald, a few hours distance from Darm¬ 
stadt, which was up to recently the head-quarters of the National Federation 
of German Agricultural Co-operative Societies, we find the apparently thriving 
little village of Nieder-Modau, with 622 inhabitants. In 1874 the peasants and 
tradesmen founded there a loan and savings bank under the form of an 
unlimited liability co-operative society. From the start, they went wrong in 
regard to the management of the business, for they did not observe the first 
fundamental rule, to which rural loan and savings banks must conform, of 
contenting themselves with a restricted field, of action. By the promise of 
high interest, they succeeded in attracting deposits from every pari of the 
province of Starkenburg and from others more remote. During this period 
of great prosperity, to which the characteristic name of Bliitcgeil has been 
given, about 3,000.000 marks were deposited with the co-operative bank of 
this little village. It would be superfluous to say that such a rain of gold was 
far in excess of the memlxirs’ ordinary credit requirements. It only led the 
bank to do business with outsiders, granting its debtors too large credits, but 
more than all risking its money in financial schemes even outside the limits 
of the village. The society entered into relations with thorough-going specula¬ 
tors, in connection with building lots in the city of Darmstadt. The savings 
of the rural jwpulation were unwisely invested in urban real estate and building 
lots of doubtful value, in second and third mortgages or even less safe invest¬ 
ments, and were also ulilised in granting loans for purchase of real estate. 
Nieder-Modau Ix-came the easy prey of speculators m building in the large 
towns whose acts and adventures arc sufficiently well known. In their slang 
they gave the bank in question the unflattering title of SchuttahtadesMle 
(Rubbish heap). The cashier, who had not onh' the charge of the loan fund 
but also of the communal and church funds, licsiues this, managed a large 
farm and a hotel. It does not seem he was suited for the business. The 
s.Tme may be said of many of the memlrers of the board of management and 
council of supervision. In addition, they had the greatest confidence in 
the cashiei, who passed for bong well off and even rich ; so they signed accom¬ 
modation bills at the cheerful after dinner stage of banquets, and stood security 
for others with the most inconceivable recklessness. As if all this were not 
encjgh. the cashier ended by foiging and he was sentenced 10 several years' 
imprisonment. 

Such maladministration, continued over 'die space of years, could not 
but lead to disaster. The Federation of the Co-operative Societies and the 
Central Bank had long been aware of it. It was attempted to avert ruin 
by a reorganization of the board of managemeui, and by obliging the mem¬ 
bers of the board and of the council of supervision to give security, by 
enlisting new members but every effort was in vain. The catastrophe was 
hastened and on December 19th, 1911, the Nieder-Modau loan and savings 
bank had to be declared insolvent. The balance sheet showed assets, including 



COMPARATIVE STUDIES, APPENDIX I. 


m 

the investments of doubtful value above referred to, amounting to 900,000 
marks and debits of 2,500,000 marks. The members of the society, 196 in 
number, had therefore to meet a deficit of 1,600,000 marks. 

According to information supplied by the commissioner in bankruptcy, 
some of the members had absolutely no assets or almost none, while others 
had only a few thousand marks. Only one member had, it appeared, about 
200,000 marks. As, according to the provisions of the law in force, the deficit 
had to lx: made up by the members, in equal proportions, the bankruptcy 
commissioner, to meet the deficit which there was certain to lx;, owing to some 
of the members teing without funds or not Ix-ing well off, considered this amount 
of 200,000 marks as a loan granted to meet the case of bankruptcy and 
distributed it among all the memlxTS. A strict application of the procedure for 
bankruptcy would have re.sulted in the ruin of the members and their absolute 
destitution. In addition, it would have seriously damaged the interests of the 
depositors. It would, therefore, have lx;cn a terrible blow to many of them 
who might thus have lost their savings accumulated by means of hard work- 
The strict application of the procedure would also have lx;en the cause of finan¬ 
cial embarrassment and often even of bankruptcy for the debtors of the society 
who were not iiKunlx'rs. 

Attem])t was made to succour all these persons, threatened with loss 
or already suffering losses, and save them from greater misfortune. After 
much consideration, a society (Schulzvcrein) for the delence of the interests of 
Nieder-Mcxlau was formed under the management of the Darmstadt People’s 
Bank (Darmsiadier Vvtkshank), a eo-oix-rative society of the Schulze-Delitzsch 
type. The object of this society is to substitute itself for the creditors and 
especially for the depositors and take over their claims. In order to proceed 
with the greatest jrrudence in the matter, it purchases the credits held by these 
latter, for which it pays 50% in cash. It gives them, liesides, a bond issued 
by itself, entitling them, at the end of the liquidation, to so much per cent, of 
the balance, if there are sufficient credits to cover it. The creditors w’ho are 
depositors have a considerable advantage, as they may recoverall or part of 
their money more rapidly than by following the ordin sry procedure in cases of 
Irankruptcy. The facilities granted to the members and to the debtors are 
even more considerable. As the society is the sole or principal creditor, the 
commissioner may, by previous understanding come to with it, show some 
consideration to the members and debtors, whilst otherwise he should seize 
all the assets, without exception, of all the members and proceed against the 
debtors without the least consideration. Thus, at least the worst, the forced 
sale of houses and land, at very probably absurdly low prices, may be avoided. 
The SchulzeereiH obtained the money needed for the purchase of the depositors’ 
rights out of the total assets administered by the commissioner and was aided, 
to a small degree, by a loan contracted for the purpose, with the Darmstadt 
People’s Bank. It must be recognized that, thanks to its intervention, the 
disastrous effects of the catastrophe have been reduced. The matter staiKling 
SO, no exact idea can be formed as to how far it has succeeded. ^ 
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The case of Nkder-Modatt is enough in itself to cause anxkty; what 
makes it more serious is that unfortunately it is not isolated. If the ruin 
of the Nieder-Modau bank was due to unadvisable extension of its sphere 
of action, the excessive amount of deposits attracted to it, risky undertakings, 
careless management and insufficient supervision, unfortunately other banks 
have followed on the same lines. Statisticians may show that the same 
conditions are found'in a total number of more than 17,000 rural loan and 
savings banks. But this is rather poor consolation, and we must in any case 
say here that all co-oix;rative organizations must take energetic action to 
prevent the repetition of such errore in the future. Unhappily, there is still 
a certain number of banks in the Grand Duchy of Hesst', which may be expected 
to suffer extraordinarily heavy losses, or have already suffered such losses, 
due to causes similar to those that have ruined the Nieder-Modau bank. Thus 
we may now speak ot a crisis in the agricultural co-oix:rative societies of the 
Grand Duchy of Hesse. What has contributed to render it appreciably more 
acute is the failure of central financial institutes like the Darmstadt Agricultural 
Co-operative Society, the Darmstadt Administration and Sale Society, the 
National Co-ojierative Bank and the Agricultural Credit Bank of Frankfort- 
on-Main. Wc shall now deal with the vicissitudes of these establishments 
in the following section. 

§ 2. F.VILL'RK of central CO-OPEK.tTIVE CREDIT INSTITUTES. 

At the end of March, 1913, the co-operative societies of the Grand Duchy 
of Hesse received the startling news that their Central Co-o{X!rative Bank, 
the Co-operative .Agricultural Bank of Darmstadt (Landwirischafiliche 
Genossenscha/tsbank), formed in iSdz as a society limited by shares, found 
itself under the sad necessity of choosing between two courses, either 
suspending payment or asking for a delay ”1 which to arrange for the 
gradual winding up of its business. 

There were two principal causes that had led to this ; first of all, the 
locking up of 8,500,000 marks in the National Co-operative Bank {Reichsge- 
Hossenschaftsbank) and then the grant of 5,000,000 marks as a credit to the 
Administration and Sale Co-operative Society {VemaUungs-und Verwertungs- 
gesellscha/i). 

The Genossensekaftsbank liad sliares to the amount of 500,000 marks in 
th. Reichsgettossenschaftsbank of Frankfort-on-Main, which was founded wtth 
the idea of its becoming a central co-operative bank for the National Federation, 
and had gradually granted the latter credit to the amount of 8,029,923 marks. 
In view of the situation of the Reicksgenossenschaftsbank, of which we shall 
ipeak hereafter, it seemed there would be great difficulty in realising on the 
shares and securing repayment of these credits. The management of the 
Gtnosstn$ekaltsbank considered the amount invested in Reichsgenossemchafls- 
bmUt ^ares as absolute^ lost, and took steps for its reduction from 5<>d>OQO 
marks to i mark in the books. Wth regard to the eight millions entered to 
its cn^, the management hardly knew in March at what figure to estimate it. 
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Everything depended upon how and when the Reichsgenossenschaftsbank would 
be able to sell certain assets it found it difficult to dispose of. In any case, 
a considerable loss might be foreseen. 

The position was similar with regard to the credit for 5 million marks 
to the Verwaltungs-und Vcru'crtungsgesellschafl at Darmstadt. This was 
a limited liability society, founded a few years since by the loan and savings 
banks ol the Grand Duchy of Hesse, for the purchase, administration and sale 
of real estate and mortgages. The object, in itself beneficial, of this society 
was to purchase, administer and sell the real estate of the banks of the Grand 
Ducfiy of Hesse, which, like those of Xicder-Modaii and other places, had come, 
through a mistaken system, to be possessed ol urban real estate, mortgages, 
and credits granted lor purchases to !«• carried out. The Verualtungs-und 
Vcru'crlungsgcscllsclwll jiroiiosed to relieve the managers ol co-operative 
societies, little versed in these matters, ol this administration and sale business, 
m oriler to obtain ladter conditions ol sale by means of a uniform and com¬ 
petent management. It ])urchased from the co-opeiative societies their real 
estate or their rights over leal estate and, at the same time, it attempted to 
obtain for them certain guarantees against the losses they might have to 
suffer, 

The capital necessary for the purpose was sup]>lied by the Genossen- 
schalishank of Darmstadt In the course <.>1 years, the loan reached the con¬ 
siderable amount of 5,000,000 marks. The unfavourable conditions of the 
market for houses and buildings rendering imjiossible any profitable sale 
ol the real estate of the Veru alhtngs-nnd Veru'crluiigsgesellschaft, the Genos- 
scnschattshank found it had another 5,000,000 marks of immobilised capital 
under this head. 

.■\s a result of the lailure ol the Nieder-Modau bank and other co-opera¬ 
tive societies of the Grand Duchy of Hesse, the delay accorded to the National 
Co-oFrative Bank, and the news circulated with regard to the state of the 
accounts of the Darmstadt Co-oFrative Bank, there was a panic among the 
co-OF’riif^i’'''^' societies and the depositors of the Grand Duchy of Hesse. The 
co-oiierative societies withdrew considerable amounts of their deposits. The 
Gcnosst-nschaflsbank thus found itsell m a difficult position which, it was able 
to meet to a certain e.xtent by means of the credit generously accorded to it 
by the Piussian Central Co-operative Bank {Pnussische Centralgenossen- 
schatUkasse) But at the end of March, 1913, so many claims against it had 
matured that it also was obliged to ask for a delay. It thus went into 
liquidation. The fact that the co-oiicrative societies holding shares in it 
consented, with a few isolated exceptions, to concede a delay up to the end 
of 1914, in order that it might be privately liquidated, shows their good sense. 

It was absolutely necessary to hav’c a Central Co-operative Bank. To 
meet this need, a new establishment was at once started, the Central Bank 
of the Agricultural Co-operative Societies of the Grand Duchy of Hesse {Central- 
kasse ier Henischtn landwirischaftlichen GenossenschafUn), under the form of 
a limited liability co-operative society. And, under the circumstadccs, we 
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may consider it as a success that 245 societies, 204 of them loan and savings 
banks, adhered to the new central bank at its first plenary meeting held on 
June 30th, 1913. However, the financial basis of the establishment is not 
as yet very firm. The members’ shares are 500 marks each and the amount 
guaranteed per share is 1,000 marks. Up to the end of June, 1913. 4^1 shares 
had been sold, so that the capital appeared as 218,850 marks. If we add to 
this the deposits of the co-operative societies, or a total of 528,350 marks, we 
get a total of 747.206 marks as the available working capital. The Central 
Bank and its affiliated co-operative societies have therefore had to have 
recourse to a large extent to the Prussian Central Co-oix-rativ. Bank for credit, 
which has been granted to them to the amount ol 4,200,000 marks. However, 
in that bank the rate of discount is nearly the same .is that of the Kcichslmnk. 
Now. for a long time that has been 6“„. recently lowered to 5J";,. The, jiay- 
mentof this rate of interest leares too small a margin to allou’ ol the Central 
Bank paying its exix-nses. So an attempt h.is Inau made to obtain a credit 
of a million marks fiom the (iovemment ol the (irand Duchy of Hesse at the 
lowest rate jxissible. With this ciedit from the State and the guarantee of 
Government suix'rvision, its necessary eousequeuce, the new Central Bank 
hopes to inspire greater confidence 111 the public No definite step has, however, 
yet been taken in this connection. 

This is, then, the history of the crisis m the central financial institute 
of the agricultural co-operative societies ol the Giand Duchy ol Hesse. For 
the moment, we can form no certain estimate of the amount of probable loss 
and the effect on the societies concerned. Only its credits at the National 
Co-operative Bank and with the Administration and Sale Society can be 
estimated with precision. At the Bank, it is tliought that the share capital 
amounting to 2| million marks and the reserve fund, shown as 500, (X)o marks, 
are certainly lost. What the depositors, almost exclu-ively co-operative 
societies, must lose cannot as yet be accurately ascirtained. The total amount 
of their credits is about 15,800,000 marks. For the moment it is thought 
the loss may amount to 50% ol the deposits. Therefore, the Administration 
of the Bank has recently proposed to the societies that they should provisionally 
renounce 50% of their credits, s<' that the debt of the Bank may not be too 
large. If the above estimate is correct, the co-operative societies ol the Grand 
Duchy of Hesse have lost about 11,000,000 marks through their central bank. 
This is an amount the loss of which will be an extremely levere blow to the 
co-operative societies of the region and connected interests. 

If we consider the matter from a purely statistical point of view, we 
might etiinlf there was a remedy, lor the societies affiliated to this bank have 
more than 10,000,000 marks of their own. But we must remember that 
the losses of the Co-operative Bank are distributed very unequally among 
the various soaeties. The societies indebted to the Bank only lose the amount 
of their shares. V/hilst those that, trusting it to the last, placed their surjdus 
funds with it, run the risk of extremely heavy losses. In their case, it will be 
a matter of between 200,000 and 300,000 marks and even more. If half these 
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credits are to be considered as probably lost, the assets of the bank still would 
not be even approximately enough for payment of the rest. The members 
of these societies will therefore very probably have to make serious sacrifices 
to meet the demand for new and considerable contributions towards the share 
capital. To avoid such serious consequences the management of the new 
central bank is thinking of urging the State to intervene and gradually make 
up the loss by contributions continued over a long series of years. This is, 
howerer, ojilv an idea and therefore we need not delay over it. 

Another thing .seriously to lx: deplored from the point of view of the 
co-ojierative societies is that confidence is shaken and this is no less serious 
a matter than the material losses already sustained, not to mention those 
still to b.' teared. But. on the other hand, it is, humanly speaking, very 
easy to understand that these catastrophes have caused a panic among the 
dejiositors and members. In April, there were veritable runs on a number 
ol banks, which was certainly needless and rather a cause of loss. The bank 
managers were able, how'ever, to prevent the banks Ireing ruined by the with¬ 
drawal ol deposits. However, the next balance sheets of these societies will 
probably show, m a certain number of ca.ses, a considerable decrease in the 
sa\'mgs deposits and, at least at first, a decrease in the amount of new deposits. 
Similarly, we may understand that, above all, the better off members declare 
their desire to withdraw from banks founded almost exclusively on the system 
of unlimited liability. There arc other consequences, such as the changes 
caused by passing from the system of unlimited to tliat of limited liability, 
which will appreciably reduce the basis of credit; as a result, the weakest 
societies will tx‘ dissolved and a group will leave the Reichsverband. It is 
certain that liasty decisions of this kind are very often ruinous, but. at a time 
of great nervous excitement, people reason little and do not reflect quietly on 
what they are doing. So, some more time will have to pass before the storm 
subsides. There is another thing which may also have its influence on the 
further course of events, the result of the enquiry now being carried out by the 
Commission of Studies, instituted at the General Meeting of the Genossen- 
sekaftsbank, into the position ol the Bank, tlie immediate causes of the catas¬ 
trophe and the eventual liability of the members of the Board of Management 
or the Council of Supervision. On none ol these points have we as yet definite 
information. 

It will be well to stop here to give the sad story of the National 
Cooperative Bank and the Agricultural Co-operative Bank. 

The RekhsgenosseHschaftsbank wfith headquarters, first at Darmstadt 
and afterwards at Frankfort-on-Main, founded in 1907 as a co-operative 
society and transformed in 1912 into a society limited by shares, was first 
intended to be a central institute for the money and goods business of the 
territorial central banks and the central co-operative societies for purchase 
and sale belonging to the National Federation. Through unwise ^lecttla- 
tion and th« too limited purchases made by the members from their societks 
the special goods department at_Hambucg had to be suppressed in xgoS and 
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there only remained the banking department at Frankfort-on-Main. In this 
branch of its work there was only too little to do, as there also existed a Central 
Co-operative of Prussia [Preussische Ceniralgenossmsch^isk4US$). In 

1904. in fact, it had to give up its connection with the Prussian Central 
Banks Its field of action was thus restricted to the other Central Banks 
of Germany and a certain number of Prussian Central Co-operative Purchase 
and Sale Societies. We shaU not here enquire whether such a limited busmess 
could permit of the long existence of the Reichsgenossenschaftsbank. 

What hastenep its end were the relations it entered into in 1908 with 
the Agricultural Credit Bank [Landmrtschaftliche Kredit-Bank) of Frankfort- 
on-Main. This establishment, founded in 1872 as a mixed mortgage bank, 
was at the time {1908) on the point of failing through the bad management 
of its board. But as it had the profitable right, it had for some years ceased 
to exercise of issuing land bonds, the Reichsgenossenschaftsbank allowed itself 
to enter into permanent business relations with it. The board thought that 
by means of an alliance with a mortgage bank it might give a wise direction 
to the real credit business of the loan and savings banks of the Grand Duchy, 
as well as that of some other banks, and, in principle, the idea was sound. 
Unfortunately, those at the head of the Reichsgenossenschaftsbank. when they 
made their agreement with the Agricultural Credit Bank, which led to the 
purchase of the large number of shares in that establishment, were largely 
deceived in regard to its condition. Only afterwards they discovered it had 
engaged in extremely hazardous undertakinp, from most of which little g^ 
could be expected. We shall not here enter into the details, some of which 
were very complicated. Let it suffice to indicate that, for example, about 
5,500,000 marks were invested in a mine that could not be worked at once, 
other important sums in societies for speculation in land, brick kilns, mortgages 
giving little security, etc. To prevent the failure of the above credit establish¬ 
ment, the Reichsgenossenschaftsbank found itself obliged to give it and the 
societies dependent on it large credits up to the amount of 13,000,000 or 
14,000,000 marks. These investments were in the end too large for the bank, 
and in the difficult circumstances of the money market at the time, its money¬ 
lenders, the Central Banks of other regions than Prussia, began to find them¬ 
selves hampered in the development of their business. Thus, in September, 
1912. the Reichsgenossenschaftsbank had to go into liquidation privately and 
ark us principal creditors for a delay of five years. 

As in the case of the Darmstadt Co-operative Bank, so also here it is 
scarcely possible to give a definite opinion as to the ultimate results of this 
liquidation and its effects upon the Central Co-operative Societies afierted. 
We have only to remark that the circles concerned have made every eSatt 
to save out of this sad shipwreck at least the precious privilege of tte issTO 
of mortgage bonds (PfanObriefe) enjoyed by the Agricultural Bank 

With this intention they decided to change the form of the establishment 
transfmming it from a mixed mortgage bank into a pure mortgage 
under ihe name of Agricultural Mortgage Bank. The engagements « the 
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Credit Bank, in so tar as they were not in conformity with the provisions of the 
German Law on mortgage banks of this new form, had to be transferred legally 
to the Rekhsgenosscnschaftsbank, which already held them in fact. The 
transfer is now almost complete. It is now only to be hoped that the right 
of issuing mortgage bonds, abandoned for so many years, will again be granted 
to this credit bank as converted, and that thus the road may be opened for the 
natural development of the work of this real credit establishment now reformed 
and again in working condition. 

§ 3. Lessons to be Learned from the Failures of 
THE Co-operative Credit Banks. 

A consideration of the facts briefly related in the preceding sections 
leads us to a number of conclusions and furnishes many lessons of the utmost 
importance. In the case of Nieder-Modau and other banks, the disregard of 
wise economic and co-operative rules has led to ruin. In their commercial 
business they did not keep within strictly local limits. Deposits were attracted 
from too remote regions and too large credits were granted to private indivi¬ 
duals, above all, to members of the board of management. Unprofitable real 
credit business was carried on at a distance from the place where the bank 
was situated. There was confusion and disorder in the conduct of business, 
a want of supervision and an insufliciency of share capital. These and 
other errors led to failure. The co-operative societies and their federations 
must seriously try to avoid them in future. And, for the purpose, suitable 
provisions must be made in the rules and internal regulations and they 
must be conscientiously observed. 

In the first place, the field of action of the rural loan and savings banks 
must always be clearly defined. This is absolutely necessary on legal and social 
grounds. The district chosen must not be too large, a village or a few com¬ 
munes near one another. The field must be limited, not only as regards the 
grant of credits, but also as regards the credits received. It is a mistake to 
attract deposits from every quarter by means of high interest and active 
advertisement, and so to accumulate a working capital far in excess of the 
ordinary credit requirements of the district. This too easily leads to the 
investment of surplus amounts in hazardous credit business, even outside 
the distrkt. There is no need to waste words in showing that operations of 
this character, especially the investment of the farmers savings in speculation 
in houses, real estate, mortgages, concessions of loans tor the purchase of real 
estate, industrial business, etc., in large luban centres, are errors in absolute 
oi^poaition to several co-operative principles. 

Perhaps these sad events am, in spite of everything, a blessing in 
diagnise: they will serve forcibly to recall the agricultural loan and savings 
banks <» a recollection of their specific duty, to remind them that they miet 
aermia saiufytiie needs <4 the cmmlrydislricts for short term creHis. Andthme 
is besides much still to be deme in this field, to which the loan and savinp 
banks owe th^ origin, (ha many farms, cuUivatkm is still ccmpdrativdy 
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undeveloped. With the help of manure, cattle foods, selected seeds, suitable 
machinery, improved breeding stock and farm improvement, a considerable 
increase both in the gross and net yield may be obtained. At the same time 
as the other agricttltural institutes, the banks should encourage this technical 
progress, and, while always free to make provision for the security of 
the loan, place at the disposal of those in need, the necessary means for the 
reahsation of these improvements. Thus, even in a fair number of cases, 
a large number of new members may be won for the Co-operative Credit 
Societies. Many farmers now have recourse to credit from merchants, which 
costs them more and is less adapted to their purpose. It must not be 
imagined, indeed, that these arc poor people to whom credit could not be 
granted without some anxiety. The private lender who risks his money is 
generally at least as prudent as a co-operative financial institute, and often 
even just the best off farmers, for reasons well known, though economically 
without justification, prefer to deal with private individuals. The attraction 
of such persons to the banks is another object the societies should endeavour 
to attain by means of their patient daily work. 

There are other social classes among which the need for small credit may 
increase and wliich consequently may lurnish an increased number of 
members, namely, tradesmen, labourers, etc. On the contrary, much prudenct 
must be used in dealing with large manufacturers and dealers. It is often said 
that the loan and savings bank must become the village bank, ready to provide 
for all banking business for all the inhabitants of the locality. In this there is a 
dangerous exaggeration. Their economic constitution and the condition of 
the members show that the rural savings banks arc intended quite simply for 
small credit business. Megalomania incites boards of management, composed 
of vain or avaricious members, to convert co-operative banks into banks on 
a large scale. Generally, loan and savings banks are not intended for such 
work ; the large banks must be left to provide for the credit needs and financial 
business of the large industrial or commercial busines.ses of the country. It is* 
only very rarely the managers of a rural bank are in a position to judge 
accurately of the financial position, the value or the yield of this class of under¬ 
takings. It must also be observed that generally it is just those businesses the 
finances of which are exhausted and to which the large banks refuse credit that 
have recourse to the loan and savings banks. Thus, many of these banks have 
had bitter experience of relations with them. The greatest prudence is to be 
recommended in such business and it must be remembered that tne grant 
of excessively large credits of hundreds of thousands of marks to private 
individuals is contrary to the nature of the loan and savings banka. 

In many of the oldest banks, above all in South and West Germany, 
the deposits, nowever, have reached such a fig<i:e, that it seems ioconcaiv- 
able that so much money could be invested ii small personal credit buainesa. 
Id this case, they should be above all recommended to deposit their surfhu 
etuis with the Central Banks. Snt higher interest is desired; and the tendency 
ia, and it is justifiable, to satisfy all the needs of local credit. This leads to 
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the grant of real credit, the investment of money m mortgages and in loans 
for the purchase of real estate. That this has been so appears from the fact 
that, according to the rather incomplete statistics in the Year-Book of the 
National Federation, at the end of 1911,187 million marks had been invested 
in loans on mortgage and 74 million marks in purchase of real estate. The 
Banks of the Federation of the Grand Duchy of Hesse themselves had at that 
date invested 63,630,000 marks, out of their working capital of 147,000,000 
marks, in credit on mortgage and credit for the purchase of real estate. 

We must not here go further into the question now so much discussed 
as to whether this real credit business is allowable or advisable. 

Certainly the arguments against it have weight; it is said, in fact, that 
it is not a good thing to use short term dcfrosits for long term loans, and that 
liesides there are special credit institutions like the Landschaften and Landes- 
hypothekenbanken to arrange for real credit business. 

But there are also arguments in favour of it which deserve considera¬ 
tion. Not without reason is it affirmed that even short term deposits remain 
for years in the bank and are continually increasing all the time. For this 
reason, the public savings lianks have also l)cen able to invest in loans on 
mortgage about 60% of their deposits, amounting in all to 17,000,000,000 
marks. Again, often, credits on mortgage or other real security are not 
long credits, but, and this is specially true in the case of credits for purchase of 
land, are repaid within a short [xiriod, ol about from 6 to 8 years, and we must 
not overlook the fact that small credit on security of real estate is not granted 
by other financial establishments or, if granted, it is on less favourable terms 
than those allowed by the rural loan and savings banks. The local co-operative 
bank is in a position to form a much more accurate idea of the financial situation 
of its debtors and of their personal character, so that, while running no risks, 
it is in a position to grant larger loans than a financial establishment at a 
distance. 

On these various grounds, it seems that the investment of surplus funds 
in real credit business is allowabl' under certain conditions : it is economi¬ 
cally and socially a benefit to debtors, above all to small rural landowners 
or householders. First of all, however, the banks must always have avail¬ 
able large amounts of capital that cannot be used for personal credit. It 
cannot be considered right lor a bank, which has to have recourse to the Central 
Banks for credit, to engage in real credit business. If all the affiliated banks 
acted so. the Central Banks could no longer exist, for they are founded precisely 
to serve as clearing houses for banks, some of which have surplus funds, while 
others are in need of credit. 

Thus there can be no question of long term credits being granted 
except by banks which have always available a number of large deposits and 
at the same time have no need of credit from the Central Bank. But, even 
in this case, there is still need for prudence. In the first place, it must be 
seen that the investments offer the best possible security and, consequently 
too considerable loans, especially to large undertakings, mtst be avoided 
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because the grant o< a large number of small credits corresponds better with 
the economic nature and social aim of the banks, which must serve for the 
etevation of the poorer classes. It must, therefore, be arranged that the amounts 
lent be repaid within a rather short period, either five or ten years, which as a 
rule is economically possible for the small fanners and the workmen engaged 
in agriculture or industry. 

And above all it is not advisable to invest too large a part of the working 
capital in long term loans. There are banks that have invested 8o%, 90% 
and sometimes even more of their available capital, most of it formed by 
deposits, in mortgage loans and advances for purchase of land. These banks 
have seen the amount of their available funds decrease to a considerable 
extent and have been less and less m a position to jiay on demand. It is 
true that, in the ordinary course of things, the payments into current account 
or the savings deposits annually exceed those collected or the repayments. 
But it is always possible that just the contrary may happen. It is enough 
to remember the large amounts withdrawn one after another last winter, as 
a result of the rumours of war, fortunately unfounded. In the same way, 
unfavourable occurrences in the economic sphere, bad seasons, industrial 
crises, a loss of confidence in the banks, whether justified or not, may give 
occasion to veritable runs. It is especially of this latter cause that we have 
had numerous examples in the recent events occurring in the Grand Duchy 
of Hesse. It is true, it seems, that the bank managers have succeeded in 
tranquillising the minds of the depositors and thus preventing their crowding 
to withdraw their capital, but. for the moment, a definite opinion cannot be 
expressed. To be always well prepared for this class of events, the banks 
must have fluid capital under the form of deposits and a credit opened to them 
in the Central Banks. 

The General Committee of the Prussian Central Co-operative Bank 
{Gesamtausschuss der Preussischen Centralgenossenschafiskasse] has issued 
regulations lor the purpose, in which definite figures are given, that, in our 
opinion, however, can only represent a minimum. The Committee thinks 
that the banks ought to have easily realisable at least an amount varying 
from 20% to 30% of their capital according to the conditions in which they 
find themselves, and, in particular, according to the amount of their own 
capital, the nature of their investments in the locality and the term at which 
the deposits may be claimed. Consequently, the credit opened to them and 
their eventual deposits in the Federal Bank must amount to 20% or 30%, 
20% may suffice :— 

(i) When at least 30% of the investments consists of loans repayable 
before the next harvest; 

(if) When then own capital is in suitable proportion to that provided 
by outsiders; 

<««) When the deposits constituting the largest amounts are <mljf 
, accepted on condition that notice for repayment shall be kmg 
and the term be kept to even at ordinary times ; 
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(iv) When the co-operative societies have relations exclusively with 
their Federal Bank {AusschliessluhkeilsverhaUnisse), that b to say, 
when they apply to it alone for credit and deposit only with it. 

If we suppose that thb 20% is divided equally between the credit opened 
and the deposits made with the Central Bank, it would be allowable to invest 
(m% of the capital in loans repayable after the following harvests. An examin- , 
ation of co-opcrativc statistics and the balance sheets of loan and savings 
banks shows that it is no rare thing for this limit to be passed. In fact, the 
amount of mortgages and loans granted for purchase of real estate b some¬ 
times 80%, or 90% of the capital and even more. However, thb amount 
of 60%, to the detriment of the deposits in the Federal Bank, still seems to us 
too high. If. according to the hypothesb, only about 10% of the capital b 
deposited in the Central Banks, it will be difficult for them to thrive. They 
will be unable to perform their task of meeting the requirements of the loan 
and savings banks for credit as well as those of other kinds of co-operative 
societies of recent foundation with insufficient means. In our opinion, not 
10% should be set aside to form deposits in the Federal Bank, but much more, 
for example, from 20 to 30%. Happily, a certain number of banks act on this 
principle. It is to be hoped that others will follow their example, and will 
reduce the amount of credit they grant on real estate, of which they have been 
up to the present too lavish. 

As already shown, there is another essential condition for the regular 
development of the banks and for long term credits, namely, that the so¬ 
cieties must jx)ssess sufficient capital of their own in shares and reserve fund. 
The capital in the reserve fund cannot leave the safes and the share capital 
can only be withdrawn when the members leave the society.* It w’ill serve to 
counterbalance the fluctuations in the capital supplied by outsiders (deposits 
and bank credits). It is therefore specially necessary for banks which have 
used their working capital for long term investments, so that, consequently, 
it is less easy to realise it. As these investments have considerably increased 
in the last fifteen years, both absolutely and relatively, there b reason for 
alarm in the fact that the statistics ot the National Federation show, on the 
contrary, during the same period, a comparative decrease in the amount of 
capital belonging to the societies themselves. Thb, which mcludes the share 
capital, the reserve funds, the amounts brought forward from previous working 
years, the property of the society, etc., amounted 

at the end of 1896 to 6'2% of the working capital, 

.. 1901 ,. 4'5% 

., „ 1911 „ 3-8% „ 

In the urban co-operative credit societies, the capital of the societies them¬ 
selves was 2116% at the end of 1911 and even in 158 large banks it was 22-4% 
of the total working capital. Certainly, the urban credit co-operative societies, 
and more still the large banks are, in their economic constitutiim ai^ their 
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aims, very difierent from the loan and savings banks, but, even udien account 
is taken of this difference, it is seen from the figures given above that the 
capital belonging to the rural societies themselves must be considerably 
increased, the rather, as the years 1896,1901 and 1911 show a gradually decteas* 
ing percentage from 6-2% to 4 5% and finally to 3'8%. This decrease is 
explained by the comparatively more rapid increase in the amounts owned 
by outsiders and especially in the deposits. Statistics also show that payments 
into the reserve fund are insufficient to increase this capital, but that rather 
the value of the shares should be raised. 

The National Federation recommends that the value of the shares should 
be at least 100 marks, but if possible higher, up to 500 marks. It is considered 
in this connection, that by far the most of the loan and savings banks ate 
regulated in accordance with the system of unlimited liability, and that the 
law lasrs down in this case that no members may have more than one share. 

More than 90% of the rural loan and savings banks are still far from 
following the above counsel. According to the statistics of the Prussian 
Central Bank, it appears that, among the unlimited liability loan and savings 
banks at the end of 1908 : 

56-20% had shares of a value not exceeding .. 10 marks 

30-90% „ ,, ,, „ between 10 and 100 „ 

12-78%. „ .. 100 „ 1,000 „ 

0-12% „ „ ,, „ more than .. 1,000 

The average amount of the shares, given as only 20 marks, also shows 
how small they are and how small the amounts paid up in most cases. In 
recent years there has been an improvement, but not yet very appreciable. 
The difficulties presented in recent months, owing to the small amount of 
money on the market, and the lessons learned from the crises in the co-oper¬ 
ative societies in the Grand Duchy of Hesse certainly not the last fector 
to be considered, should urge them, more strongly and more effectually to 
increase the amount of their shares. 

In any case, in loan and savings banks in which there arc large sums 
deposited, amounting to millions of marks, even if the value of the riiaees 
and the amounts paid up were increased to 500 marks, it would not yet be 
enough to provide the co-operative societies with enough capital of their 
own. The Statistical Year-Book ot the National Federation supplies vidu- 
aUe information on the subject. We learn from it that a bank with 01^ 
32 members has 3,190,886 marks working capital, 2,988,122 marks of Which 
are derived from deposits. It has, it is true, 150,600 marks in its reserve 
fund. Consequently, its share capital is 44,800 marks; the value of the 
shares must 'x 1,500 marks or even more. Its own capital is therefore only 
195,400 marks or 61% of the total of its working capital, which is not a tuft*- 
cient economic foundation. The situation of another batdc is still wxHte. 
It has 368 members. Its woiidng capital is 10,960,000 marks, 10,4^^000 
marks heing deri-wed from deposits. Its own capital consists of 
marks shares aid 182,946 marks in reserve fund. It fonns, 
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3 ' 3 % the working capital. If these banks, and others yet, wish to form 
a really sufficient capital of their own, they should increase the value of their 
shares up to 5,000 and even 10,000 marks. We can scarcely say whether 
such an increase would be possible economically speaking. But in any case 
shares of such high value would be little suited to the nature of the loan and 
savings banks. The only remaining course is to increase the number of 
members, and in this way appreciably increase the capital belonging to the 
society. Unfortunately, it is not rare to find a certain unwillingness to accept 
new members who are not rich, whether through fear of a diminution of the 
dividends, or through mistaken ideas of the members. The lessons taught 
by Nieder-Modau and other banks, in which a small number of members had 
to bear heavy pecuniary losses, will, it is to be hoped, help to the reassertion of 
the principle that the economic foundations of the loan and savings banks 
must be reinforced by the largest possible increase of members. 

The piecautionary measures of which we have just spoken may reduce 
the fears with regard to large grants of long term loans on mortgage and 
advances for purchase of real estate. Yet, it seems desirable to limit these 
loans in future and rather to encourage the deposit of the surplus funds in the 
federal banks. If this principle is advanced to-day, it is also necessary, in 
view of the imfortunate occurrences recorded in section 3, at the same time to 
require the Central Banks to use the most scrupulous diligence in the management 
of the amounts entrusted to them. All the commercial and co-operative rules 
applicable to the local banks must also be observed, and even far more 
carefully, by the Central Banks. The severest blow is given to the principle of 
clearing by means of co-operation, when the savings made in the country, 
which should return to the rural population in need of credit, are invested 
in building lots or mortgages or in industrial undertakings in large towns. 
Even if investments of this kind were safer than they were unhappily in the 
cases considered, it would still be an error to use agricultural savings for other 
than co-operative purposes. 

The theory that, by means of the increase of the deposits in their Central 
Banks, an excess of available money may be obtained, which there is no means 
of profitably utilising, is untenable, at least under existing conditions. What 
is also true is that, in view of the small amount of money on the market, the 
Central Co-operative Banks find their situation difficult and have had to ask 
for large credits from the Prussian Central Co-operative Bank and other 
institutes, and when the conditions of the money market improve there are 
still serious co-operative problems attending a solution for which the co¬ 
operation of the Central Banks is indispensable. It is with very good right, 
that, a few months ago, Dr. Heiligenstadt spoke, in the Prussian Landes- 
Okonomie-KedUgium of one of the greatest tasks before co-operation in the 
future, namely, the increased technical and agricultural improveiiKnt of the 
country districts. And it will be a very serious duty for the Central Banks 
to ffisucial support to the efforts made for this end, with all requisite 
precanttans, of coarse. :They will then have need of considerabie funds, whiefa 
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may be obtained from the local loan and savings banks. They will reach this 
end if, even leaving aside the question of a wise pdicy of remunerative interest, 
they keep the confidence of their affiliated co-operative societies, by means of 
a scrupulously conscientious and competent management. 

In all we have said, we have desired, within the limits assigned to us, 
to set forth some of the most important lessons to be learned from the crisis 
in co-operation in the Grand Duchy of Hesse. 

There remains only one question which requires to be briefly illustrated : 
that of the work of the Inspection Federations for the prevention of the recurrence 
of such events. Criticisms, above all in the circles connected with the co-opera¬ 
tive societies that have suffered from these events, reproach the Co-operative 
Federation more or less severely. They say that its inspections should have 
revealed the serious errors committed and its board of management have taken 
energetic measures to correct them. Here, first of all, another principle must 
be enunciated. The supervision to be exercised in a business, is, in accord¬ 
ance with the law and the regulations, the first duty of the board of super¬ 
vision, which is also the most competent for the purpose, as it has a precise 
acquaintance with the personal and economic conditions of the debtors and 
their sureties. To relieve the board of this duty would be to shake the very 
foundations of co-operative institutions, the principles of autonomous 
administration and liability. It is only in consideration of the serious losses that 
may be caused through insufficient control on the part of the board of super¬ 
vision, in the case of particular societies and the entire co-operative system 
generally, that the system of inspection was instituted, the inspection being 
first of all optional and then, after the promulgation of the 1889 law on co¬ 
operative societies, compulsory. The inspection consists of an examination 
at definite intervals, in order to see if the constitution of the society, the 
administration of the board of management and the control exercised by the 
board of supervision are in harmony with the laws and regulations. It is a 
matter that has been very much discussed of late years, but has not yet been 
finally settled either by co-operative practice or by jurisprudence, whether 
this inspection should only be concerned with the management and book¬ 
keeping or whether the exact value of the business operations should be investi¬ 
gated. We need not here again express our opinion on this point. However, 
one thing, that none can deny, is that when all sorts of commercial and co¬ 
operative rules are infringed, when credits of hundreds of thousands of marks 
are granted to private persons; loans made for purchase of houses, and build¬ 
ing lots and industrial undertakings of doubtful success in large towns at a 
distance | excessively large credits given to members of the board of manage¬ 
ment^ without the usual guarantees and without the authorisation of the board 
of supervision as ordered by the law; arrears of interest and sinking fond 
allowed to accumulate to a large extent ; when there is great inaccuracy and 
carelessness in the book-keeping, when Central Banks invest three-fourths of 
tbeir working capital in a small number of loans, each for some millicms: 
faults ho enormous cannot or should not escape the attention of a competent 
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inspector who should make them known. Happily, it must be recognized, as 
has been now ascertained, that the inspectors knew of all these irregularities 
and had denounced them. 

Some people also maintain that by proceeding energetically, and 
expelling the co-operative society from the Federation and refusing it 
credit at the Central Bank, the catastrophe might have been prevented 
from assuming such proportions. But, in those years, no prophet could 
have foreseen the seriousness of the present state of things. Perhaps there 
were reasons for hoping that this ruin with all its consequences might 
be averted, and the society brought again into the right road and allowed 
gradually to make up for its errors. With regard to the idea of the expulsion 
of the society from the Federation, we must also reflect on the risk of its con¬ 
tinuing its bad management with less control and thus more certainly coming 
to ruin, with all the terrible consequences for co-operative circles whether near 
or at a distance. 

Certainly, the recent sad occurrences have given the Federations a lesson 
which ought to lead them to greater activity and better supervision. And 
it ought to be equally certain that, in the future.il they discover errors, instead 
of being indulgent, as they have been up to the present in certain cases, they 
will apply energetic measures without pity. Thus it must be hoped that the 
failures of the co-operative societies, which have been so deplorable, will lead 
to the elimination of whatever is opposed to the very spirit of such societies. 
This will bring about the return to wise co-operative and economic principles, 
and so to the most extensive reinforcement of agricultural co-o|ieration, 
which has been so beneficial in such a variety of ways. 
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THE CO-OPERATIVE SYSTEM IN THE CENTRAL 
PROVINCES AND BERAR. 


CHAPTER I. 


General Description. 


The main principle upon which the Central Provinces 
system of co-operation is based is that, apart from the necessary 
control by Government of a movement deeply affecting 
public interests, nothing must be done for co-operators (t) 
which they ought to do for themselves, and (it) which they are 
competent to do for themselves. The ultimate objective 
is a co-operative organization internally self-governed and 
financially self-supporting. Now (i) above cox'ers practically 
the entire range of co-operative effort ; whereas (ii) may, quite 
legitimately, cover a narrow and restricted field of operations. 
Tire Co-operative Credit Societies Act, X of 1904, was only 
passed twelve years ago, and, at that time “ there was con¬ 
siderable scepticism as tu the possibility of any real progress 
m India.”* And a perusal of the report submitted by Sir 
Edward Law’s Committee in 1903, on the establishment of Co¬ 
operative Credit Societies in India, t shows quite clearly that 
the organization of a system of co-operation on broad and 
scientific lines was not contemplated as being within the bounds 
of early possibility. The report is. in fact, altogether ^ent 
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about the higher organization and finance of the co-operative 
movement. Between 1904 and 1912 there was much progress ; 
and the new law, Act II of 1912, not only confened recognition 
upon forms of co-operation other than for credit, but gave 
legal status to a society the members of which are other regis¬ 
tered societies. The society of the People’s Bank type would, 
so Sir Edward Law’s Committee thought {vide the fourth 
paragraph of the report just referred to), prove to be a suitable 
agency for the financing of (lie rural credit societies. But 
short term and long term credit institutions require, as the 
student of this book will understand, distinct and separate 
organizations. The Central Bank, including rural credit societies 
in membership, soon became! an indi.spcnsable part of the 
system of agricultural credit, and even before the new Act of 
1912 had seen the light, a Provincial Co-operative Bank was 
found necessary for the rapidly increasing requirements of the 
Central Provinces. An article by the present writer, published 
in 1907,* will help the student to appreciate what our early 
difficulties were and with what caution we had to proceed, and 
it is, with apologies, re-produced as Appcndi.x I to this part of 
this book. 

I have said that (//) above may, quite legitimately, cover 
a narrow and restricted field of operations. This statement 
wants explanation. We have seen that the exact methods of 
a practical system of co-operation depend upon and are limited 
by the nature of the environment. People who may, at first, 
be ignorant of co-operation must be taught and trained. Local 
custom, local prejudice, may be inimical to the existence of the 
co-operative spirit. Opposition of many kinds may have to 
be met and conciliated. The illiteracy of the jwpulation may 
be a serious obstacle to the creation of self-contained and self¬ 
managing village societies. In the Central Provinces and Berar 
only 33 per mille of the total population are literate. " It is a 
fact,” writes Mr. Marten (Census Report, page 173, " that 
many who go through the primary schools in youth lapse into 


* ’* Co-opentlv« Credit ud the Central Bank,” Af'tmilwal of loiia, 

Vtfl, 11 , Part 1 . jNtaaty, 192?. 
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complete illiteracy at a later age, this being specially the case in 
the cultivating classes, who have little stimulus to keep up their 
education on leaving school.” At first, therefore, much may 
have to be done for co-operators which they ought to do for 
themselves, the simple truth being that they arc incompetent 
Still, whatever co-operators can do, that they should be made 
to do ; and unless the degree of efficiency exacted from the 
members of the co-operative body is a continuously increasing 
one, something is radically wrong with the methods of training 
employed. It may be, perhaps, that no training is being 
given. 

Quite a common idea amongst the educated pioneers of the 
movement is that, though Central Banks can be managed by 
them, the \dllage societies cannot and need not be managed by 
their own members. Tliat is to say, self-government may be 
very good for a Central Bank but is very bad for the societies 
working under that bank. It is difficult to understand the 
reasoning which permits sincere and thinking men to fall into 
an error of this kind. Unless the societies are instructed and 
patiently trained they will never know what self-help is; and 
unless they are left to apply what has been taught them, they 
will never know what self-help means. A Central Bank which 
does not train its societies to independence is not doing its duty 
and is working on lines which are not only wrong but injurious 
to the country. 

Another false notion, shared by Central Banks and by 
societies alike, is that the various units of which the complete 
system is built up are not only internally independent, in the 
sense that each unit is at liberty to place its own construction 
u^xjn the meaning of the tei m ” co-operation ” and to adopt 
whatever methods may be most pleasant, but are independent 
in their relationship to each other. It cannot be too thoroughly 
understood that the credit enjoyed by each unit depends entirely 
on the stability and business reputation of the system as a whole. 
The correct view of our organization is that of an Army, with 
its General (the Governor of the Federation), its Staff (the Feder¬ 
ation Congress), its Corps Commanders (the Directorates of the 
Central Banks), its Regimental Colonels (the Ck>minittees of the- 
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Unions of primary societies), and its Company Officers (the Pan- 
chayats of the primary societies). Without a plan of campaign, 
without discipline, and without a responsible and guiding head, 
an army would be nothing but a disorderly mob, futile as a fight¬ 
ing machine. Without a definite policy, without co-ordination 
of effort, and without a liberal allowance of unselfishness, 
our co-operative system would be futile as a machine for the 
promotion of the economic welfare of the Province. It is, 
therefore, the task of every educated co-operator to teach and 
train the men for whom he is responsible, to instil into them 
the virtues upon which the movement is based (and in the 
absence of which it cannot exist), and to set his face resolutely 
against the blighting influence of the parochial spirit. It is 
very wrong, for instance, to say “ We in the Sabtik district are 
doing very well, and we do not mind whether the bank in the 
Bahutkarab district fails or not." The studies given in the 
first part of this book will have been written in vain, if they have 
not taught that co-operation docs not begin and end within 
the village, nor within the district, nor even within the Province. 

Yet another wrong idea is prevalent. " Co-operation ” 
is interpreted by many to mean a state of things from which 
discipline of any kind is absent, and in which compulsion plays 
no part. The fallacy of this interpretation is obvious to those 
who know how co-operators in other countries have voluntarily 
submitted themselves to mutual discipline and control and, 
thereby, emancipated themselves and their children from 
servitude to the money-lender and petty dealer. The great 
lesson which co-operative history has to teach us is that without 
the stern discipline of a mutually controlled organization 
nothing good can be accomplished. If a man objects to 
discipline, and refuses obedience to any law.s except those of his 
own making, there is no place for him inside the co-operative 
movement. 

It must be remembered that the officers of co-operative 
institutions are elected by the members themselves, and that 
every member has a vote and, with scarcely an exception, one 
vote only. Executive authority must, of necessity, be vested 
in somebody's hands; no work could be done othorwise^ and 
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btisiness, especially banking business, would be brou^t to a 
standstill. But the executive authority must be under control; 
and the S3retem itself places ample powers of control in the 
hands of the committee and general meetings. What is essential 
is that every member of a co-operative society should possess 
the sense of association, should feel his responsibility, and do 
his duty. After all, registration and legal privDeges, as well as 
the right to seek for credit, are granted only on the express 
understanding that a society will observe its by-laws. It must, 
therefore, be made a point of honour by those responsible for 
the purity of the movement, that no mercy shall be given to 
persons who are deliberately slack and dishonest. If a man, 
in his private capacity cheats, he in branded as a criminal. 
The abettor of a criminal offence is also a criminal. Societies 
which promise to obey their by-laws, which obtain credit on 
the strength of that promise, and then break it, are criminals in 
co-operation ; * and, if Central Banks are aware of malpractices, 
and do nothing to stop them, they are abettors. Such words 
as " tax ” and “ compulsory ” are, I would point out, appro¬ 
priate only if used with the intention of presenting a picture of 
down-trodden cultivators, herded against their will into co¬ 
operative societies, and then subjected to harsh treatment. 
Now no man need join, and no man need remain in a co-operative 
society unless he wants to. As a condition of enrolment in 
membership he makes, of his own free will, certain promises : 
and it is due to depositors who entrust co-operators with their 
money that he should keep, or be made to keep them. The 
second main principle of the Central Provinces system is, then, 
that the moral fibre of co-operators must be strong and 
tough enough to secure honesty. 

The next point which requires explanation is the position 
which the Registrar and his assistants ot;cupy with respect to 
the movement. What are the views of Government upon the 
matter ? They are to be found clearly stated in a resolution 
issued in June, 1914, by the Government of India. " It is 
certain ” runs the resolution “ that in India without initiative 


* ***WlMi t Inr/ wrote John BeeWe, ^^ Co^operetioo •iiiojBgiet SoowodieJe.’* 
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and help from Government co-operation would still be 
unknown. Government alone was in a position to supply the 
knowledge and organization necessary to start the work, and 
Government alone is able by its association with the movement 
to create the outside confidence necessary to give it stability. 
Registrars are not, and are not intended to be, merely registering 
officers; they are also expected to provide supervision, 
assistance, counsel, and control. It is not to be imagined that 
societies will become perfect models of co-operation on formation 
and it is necessary that Government, through its own and the 
societies’ staff, .should continue their co-operative education 
long after they are registered. Unless a society is co-operative 
in fact as well as in name—and it can only be so if all its members 
understand the main principles—it is a fraud on its members 
and on the public. The fact too that societies, though primarily 
self-contained and self-governed, are subject to supervision by 
Government officers, has an important effect in attracting 
public confidence, and the benefits thus accruing to the country 
at large fully justify the expenditure of public money on official 
super\'isioii. Lastly, the co-operative movement by bringing 
the officers of Government into close touch with the people in 
economic matters, provides opportunities for developing those 
closer relations in other respects which it is so desirable to 
foster. But just as there are some critics who deprecate Govern¬ 
ment assistance, so too there are others, both non-official and 
official, who plead for a far greater degree of; Government 
intervention than has hitherto been permitted. They urge 
that in order to touch more than the fringe of the population, 
a far more rapid rate of progress is called for, and that unless 
the Government staff be largely increased, and unless active 
measures be taken by Government to propagate the movement, 
its effect must be small and progress slow. This too represents 
a policy which Government has not felt itself at liberty to adopt. 
Not only is it the case that work done by a large centralised 
department tends to become mechanical and listless, but the 
movement must in its essence be a popular one, and nothing 
should be done to weaken the feeling among co-operators that 
it is based upon self-reliance and independence. Government, 



omaatAt. osscRirnoM. 


nr 

therefore, in the best interests of the movement, mnst not allow 
co-operation in this country to become an official concern 
managed by State establishments. 

“ As regards the difficult question of control and audit, it is 
recognized that these duties cannot be left entirely to the 
private agency of unions and central banks. It is desirable 
that this non-official agency should be utilised as much as 
possible and that purely departmental routine in the work of 
audit and control should be avoided, but the success of the 
movement would be endangered if this principle were carried 
to an extreme. W'’ithout some degree of Government super¬ 
vision Registrars would lose touch with the societies ; and the 
outside public, who depend largely on the information 
possessed by Registrars, and who value the scrutiny carried out 
by those on whom they rely, would lose that confidence in the 
financial position of the societies which it is so essential to main¬ 
tain. Had this safeguard been neglected, it is doubtful whether 
societies would have escaped—as fortunately they have almost 
everywhere escaped—the evil effects of the recent banking 
crisis in India, and the circumstances attending that crisis 
indicate that any arrangement which would dispense altogether 
with Government supervision is impracticable. The audit, 
moreover, of a group of societies by a central society, whose 
own credit is bound up with that of the societies dependent 
on it, will not be accepted by the public as equivalent 
in value to an audit by an outside agennj-. It is necessary, 
therefore, that societies should be controlled and audited by 
a reliable staff which can keep the Registrar informed of the 
financial position of the societies, and it is also necessary that 
the agency employed should be such as will ensure the con¬ 
fidence of the money-lending public. The staff need not be paid 
by Government, and it is index'd as a rule better that societies 
should themselves be responsible for the paj'ment of the control¬ 
ling and auditing staff than that the%' should be indebted to 
Government for its services, but whetaer the staff is paid by the 
societies or not, it is ordinarily advisable that it should--he 
appointed subject to the approval of the Rj^jistrars, and that 
it should remain under thdr general control.. If by this, or any 
cs ii 
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other means, the two main conditions above noted are satisfied 
—first, that Registrars should possess reliable information 
regarding the financial position of societies, and secondly, that 
the outside public should have confidence in the control and 
audit—it is an advantage that the number of Government 
officials employed should be as small as possible.” 

We may now turn to the Report of the Committee on 
Co-operation in India,* paragraph 191. “ In the creation of a 

Registrar not only to fulfil the formal requirements of the Act, 
but also to guide; and control tlie whole movement, the Indian 
Government occupies a unique position and one which we 
think lias been of great, and could be made of still greater utility 
to the movement. When the appointment was first created 
in 1905, the retention of a Government officer as Registrar was 
looked upon as a more or les^ ti>mi)orary measure, and it was 
hoped that as experience was gained and societies became more 
able to stand alone, the fostering care of the Registrar would 
be found less necessary, until ultimately he would be able to 
confine himself to his statutory functions only. We cannot 
subscribe either to the disappearance of the post or to the 
transference of its functions to non-official agency. As 
Mr. Wolff has put it to us, the Registrars should not be set down 
as officials, but as •' guides, philosophers, and friends to the 
societies, appointed and paid by the State.” In his book 
“ People’s Banks,” Mr. H. W. Wolff writes,f "Official super¬ 
vision of some sort, of course, there will always have to be, ju-st 
as we cannot in the United Kingdom do without it in our co¬ 
operative societies. The State must see that its laws are obeyed. 
But, once the proper stage of development is reached, further 
than that official interference shculd not go. We cannot yet 
be said to have arrived at that point in India. For sometime 
still the Registrar will have to go on directing the work of the 
movement, taking for the time the place of the coming Union.”} 

The Registrar, it will be understood, has a dual r 61 e to fill. 
He is not only the official representative of Government, but 


^ Goveroment Prest. Simla, > 915 * 
Third edition, pp. 534. 535* 

} ** Fedeimtioa ” i» the correct term. 
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he is the non-official GmeralanwaU, or elected head of the 
Union, or more correctly, the Federation of Central Banks. 
What the duties and functions of such a head should be, may 
best be gathered by reading the short sketch of the life and 
work of Wilhelm Haas which is added as an appendix * to this 
part of this book. “ Find Raiffeisen ” wrote Sir F. Nicholson, 
and thus summed up the problem of Indian co-operation. Is 
it too much to hope that from the ranks of the great army of 
non-official co-operators men will, in the course of time, be 
forthcoming to lead the movement ? Education in co-ojx'ra- 
tion is proceeding : practical experience is being gained ; the 
co-operati\e idea is no longer quite the novelty it was. The 
present environment, with its limitations, is becoming more 
spacious : and though it is of paramount importance that no 
man should aspire to h'ad the movement unless he has the 
necessary (jualifications---not merely the xeal but the expert 
knowledge as well- I hold that the process of (education will, 
in the end, turn out men able, qualified, and willing to lead. 
Meanwhile, the organization is tnuch too young, financially 
too weak, and too disjointed, to be abh: to find and pay its own 
Gencralamcali. 

What are the different units in tlie (kmtral Prttvinces 
>ystem ? Some of them ar(' regular troops (on the permanent 
establishment), others are irregular trr.qrs, experimental or not 
sufficiently tested. The regular units are as follows ; 

In the organization of agricultural co-operation, the basic 
unit is the primary co-op)erative credit society, with unlimited 
liability, and with a very restricted area from which to recruit 
its members. Generally, members come from a single village 
and are all neighbours. Seldom, two or moie •'.mall villages 
are included within the area allotted to a single society. More 
frequently, two or more societies are to l>e found in the same 
village, mutual trust and knowledge imposing their own limita¬ 
tions upon membership. 

Next in order of progression comes the guaranteeing Union 
of primary societ ies. Just as full knowledge of the circumstances 
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of individual members is essential to the safety of a society 
with unlimited liability, so local knowledge is required for the 
reliable assessment of the credit of primary societies. In the 
early stages of its career a Central Bank can deal satisfactorily 
witli the difficult question of assessing credit ; but when the 
societies affiliated to it become numerous, decentralisation of 
detailed work is unavoidable, unless banking is to be conducted 
on rigid and artificial lines. Some Central Banks, indeed, 
show' a deplorable affection for red tape and elaborate (but 
unsafe) methods of office procedure. Security is not to be found 
in pens, ink, and paper—nor yet in figures. Full local know¬ 
ledge is w'hat the assessing agency must possess. For this 
ri'ason, tin; guaranteeing Union is a very valuable link in the 
chain r.f co-operative banking. Nor must the great importance 
of the Union as an agency for the imparting of education in 
co-operation be neglected. The area which a Union is allowed 
to deal with is, of course, restricted, the radius being, roughly, 
not more than an easy morning’s walk from the Union head¬ 
quarters. 

Above the Unions of primary societies is the Centra! Bank, 
including amongst its shareholders not only private individuals 
but (a) the Unions in their corporate capacities, (b) the pri mar y 
societies in their corporate capacities, and (c) every individual 
member of the primary societies. The objects of this arrange¬ 
ment are not only to promote thrift and to ensure that the 
stake represented by local capital is sufficient to procure credit, 
but also to instil into the individual that sense of association 
and of interests in common which is so indispensable to a 
pow'erful co-operative movement, and to secure stability and 
permanence of banking funds. The area allotted to each 
Central Bank is also restricted, but its size is regulated by 
administrative reasons, such, for instance, as the local talent 
available for management, the probable volume of business, . 
the dei^ity of population, the intensity of cultivation, and the 
fact whether communications are gt)od or bad. The system 
of guaranteeing Unions not only adds to security but enlarges 
the- sphere of % Central Bank's operations, and turns, vdiat 
wduld otherwise be unco-operative iixto co-operative 
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At the apex of the organization for credit and thrift stands 
the Provincial Bank, which is not, at present, purely co-opera¬ 
tive. In the record of this Bank there is nothing which the 
most ardent advocate of co-operative methods could find fault 
with—from the financial and business point of view. There 
has been no hankering after big dividends and no pressure 
upon Central Banks to bring mucli or exclusive custom. But 
the time must arrive, and tliat shortly, when the Central Banks 
(and all that they represent) will become the most important 
shareholders in tlie Pnn incial Bank, with an inlluontial, if not 
a deciding, voic<' in its affairs. The most serious problem 
which the co-operative movement in the Central Provinces 
has to face is the provision of Generalanwaltcn (or legal represen¬ 
tatives and heads of the system in its strictly non-official aspect), 
with the necessary time, knowledge, and practical experience. 
The solution of this problem, as well as the transformation of 
the Provincial Bank from a society of individuals to a society 
of societies, will be reached by gradual stages, the length of 
which it is impossible to measure beforehand. Briefly, the exact 
date of the solution depends entirely upon the aptitude of the 
people of the Province for practical co-operation. There are 
many formidable obstacles to be ov'ercome. 

Of the Central Provinces Federation of Co-operative Banks 
it may be stated in these introductory remarks that it aspires 
to carry out precisely those functions whicii are allotted to the 
big Federations in other countries. To the reader who has 
mastered the studies contained in the first part of this book 
nothing more need be said. 

We may now proceed to make a detailed inspection of the 
internal machinery of {a) the regular units on the permanent 
establishment, and (b) the irregular units, experimental in 
nature, or not sufficiently tested to be recognized as part of the 
standard organization. 
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CHAPTER II. 

Thk Primary Co-operative Credit Society with 
Unlimited Liability. 

The following standard by-laws have been adopted by the 
Central Provinces Federation of Co-operative Banks for the 
use ot primary credit societies : — 

Name and Address. 

I. This sdcietx shall be called the 
Co-operative Society, Unlimited. Its registered office is at 

Ol'ALIFlCATIONS FOR MEMBERSHIP. 
i. Subject to the condition that'without the previous sanction 
of the Registrar the number of individuals ctected to membership 
of this society shall not e.reeed 50, any person of good character 
who resides in is qualified for 

admission to membership if he 

(1) is above iS years of age; 

(2) agrees to pay an entrance fee of annas eight and an 

annual subscription of Re. 1 [to be paid in advance) 
to the Central Provinces Federation of Co-operative 
Banks, Limited; 

(3) undertakes to free himself as soon as possible from 

such pecuniary obligations as he may be under to 
any person or institution other than this society; 

(4) binds himself to purchase one share of Rs. 5 in the 

Co-operative Central Bank to -which this society is 
affiliated, for every complete fifty rupees or fraction 
of fifty rupees which he may owe to this society. 
This society is at liberty to advance money for the 
purchase of shares acquired in accordance with , 
this by-law and loans taken for the purchase of 
sh ires may be repaid to the society in annual instal¬ 
ments not exceeding ten in number. As long as 
any part of the purchase money of any share thus 
acquired has rtot been paid back to the soeiefy by the 
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purchaser the dividend on such share shall be taken 
towards the price of the share; 

{ 5 ) undertakes after admission to membership to refrain 
from borrowing money on any pretext whatsoever 
except from this society unless he has given previous 
notice to the Panchayat and has obtained the instruc¬ 
tions of the Panchayat concerning his intention to 
borrow ; 

(6) undertakes to acquaint himself fully with the meaning 
of the by-laiLS of this soeiety and with the main 
principles of co-operation as expressed in the leaflet 
pasted in his Pass Book : 

{7) undertakes to furnish the society on becoming a candidate 
for admission, or whenever necessary, with a full 
and true statement of his assets and liabilities. 
Any member guilty of concealment of debts or of 
obtaining money from the society by means of such 
concealment renders himself liable to prosecution 
in a Criminal Court. 

(i) Ju'’t as small classes arc easier to teach than large ones, 
j'O the society of moderate size learns its work more quickly 
and more thoroughly than a big unwieldy society. Mutual 
knowledge, the basis of unlimited liability, is more likely to 
lx* complete and up to date in a smal’ than in a big society. 
()ur experience is that when a village co-operative credit society 
includes more than fifty persons in membership, the quality of 
co-operation suffers.* In practice, the general rule works out 
at one society to one \ illag<‘ There are, however, just excep¬ 
tions tf> this rule. 

(n) Section 6 of the Ce'-operativc Seaneties Act makes it 
Clear that every society must consist of at least ten persons 
above the age of eighteen years. 

(in) The annual subscrijition of Re. i is the peiulty of 
illiteracy. People who cannot keep accounts must pay for 
work which has to be done for them At the same time, the 

* Cf. paras, as and 26 oi the Report of the Committee on Co-operatloa In 
India. 
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members of primaty societies are very carefully taught that the 
Union servants are the servants of the societies. Without 
regular accounts there can be no banking system, without paid 
service there would be no regular accounts; and India cannot 
afford to put off the movement towards co-operation until 
that vague future date which will find the necessary degree of 
literacy prev^alent and societies able to write their own accounts. 
The annual subscription of Re. i covers all expenses, and it 
is an absolutely inclusive charge for what is intended to be a 
complete and efficient banking serv'ice brought to the villager’s 
door. 

Entrance fees can be carried straight to the society’s 
reserve fund, or they can be applied towards the purchase 
of the society’s share in the Central Bank. 

(rv) If members are to bear the burden of joint and un¬ 
limited liability for the borrowings of their society, it is necessary 
that credit should not be pledged either .secretly or indiscrimi¬ 
nately. Hence tlio provision of by-law 2 {3) above. 

(v) The primary society without share capital provides 
the simplest form of co-operative credit institution. 

Section jj of the Act lays down that “ in the case of a 
society with unlimited liability no distribution of profits shall 
be made without the general or special order of the Local 
Government in this behalf.” Where there are no shares there 
are no dividends, and, consequently, no dividend hunger. 
Accounts arc more simple, and no arrangements need be made 
to meet the withdrawal of share money' by' members who leave 
the society.* It is, however, essential (a) to preserve a definite 
proportion between share capital and borrowed money; (b) to 
promote thrift; (c) to widen the sense of association and to teach 
the members of the primary societies that the Central Bank is 
their own institution and the local pivot of co-operative enter¬ 
prise; and (d) to do everything possible to create purely co¬ 
operative control. By-law 2 (4) above has been framed with 
these objects in view, as well as to guard against possible tyrranny 


*Seesactimi 2 0 <theCo-op«rative Societies Act from which it isclevthft the 
ilLtf « capHftJ as usUmited Uability society has bo legal stability. 



ninuitv ocMWWAitv* ouoit socwty. sm 

by the paid servants of the Central Bank over individual mem¬ 
bers of s^wieties. Payment for shares by loans repayable in 
easy instalments is a practice which has its counterpart in other 
countries ; and the last sentence of by-law 2 (2) merely gives 
effect to the requirements of section 12 of the Act. [References. 
Nicholson, Vol. I, pp. 10. 12. i39- Rfpofl of the Committee on 
Co-operation in India, paragraphs 43-46 ] 

(vi) By-law 2 (5) gives effect to a recommendation made 
by the Committee on Co-operation in India. Paragraph 38 
of the Committee’s Report runs as follows : 


38. A further question has been raised in this connection regaidint* 
the advisability oi a provision forbidding members 
Relation to-Tnonf\ . after election to resort to money-lenders for loans, 
lenders after admission ,hat. as a general rule, it is liest for 

members to be indebted to the society only and to no outside agency, but 
unless steps are taken to finance the members adequately and promptly, any ru e 
to this effect would certainly lx, evaded. We think it right therefore for 
societies to abstain from any prohibition against rcsoit by memters to the 
money-lenders, but it should Ire laid down that the Committee must be djdy 
informed on every occasion when loans are taken from sources outside Ui 
society. We would at the same time recommend that all necessaiy steps 
should be taken to meet the needs of members by adequate and proper financing 
within the scKiiety itself, and we may remark that the Irest solution of the 
difficulty is. wherevei tin- maybe ,x,ssible, to induce- the money-lender to lend 
through the medium of the society by becoming himself a depositor , or to 
convert a previous debt due from a member into a deposit with the society 
at a reduced rate of interest and with irossibly a redaction also m the capital 


amount of the claim. 

(vii) The leaflet issued to members of societies lays down 
what every member of a pi'mary society must know. Until 
the elementary principles set forth in the leaflet are mastered, 
education in co-operation lias not proceeded very far. Teaching 
and controlling institutions are not doing their work efficiently 
unless they teach and control ; and, from the financial point of 
view, societies ignorant of their duties are a grave danger. 
Every insp ;cting officer is expected to ti-ach, not by means of 
long speeches but by putting simple questions, obtaining 
answers, and testing and supplying knowledge. Without 
patience, sympathy, brevity, clarity, and knowledge no man 
am at^are to teach humble folk what Co-operation means. 
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Leaflet. 

The essentials to be known by all members of Co-oPERATfre Credit 
Societies (by-law 2 (6) of the Standard by-laws for Primary 
Societies), 

I. Object of Credit Society:— 

(ii Culti\’alioii of habits of thrift and economy, 

(11) Increase of savings and tlieii profitable use. 

(in) Extinction of debts. 

(i\') Increase of property. 

i Advaniages of Co-operative Borrowing 

(11 Small men can get loans at the same rate of interest as big men. 
(11) Mutual check and supervision, 

(ill) Profitable use of borrowed money. 

j .Admission, Wiihdrawal and Expvlsion of Members;— 

(i) Admissidii.—The essential qualifications for admission are good 
cliaracter and intimate mutual knowledge. 

(ill tyUhdrait'al .—A member may withdraw from a society after 
repaying ail his debts to the society, but his liability (as defined 
in paragraph 4 below) continues lor 2 years from the date of 
withdrawal. 

(ill) Expulsion.—The main grounds on which a member is liable to 
expulsion are :— 

' (a) Concealment of debts before admission into the society, and 

borrowing fiom outside without the knowledge of the society 
after admission. 

(b) Wilful default in repayment. 

(c) Misapplication of loans. 

(d) Conduct injutious to the credit and reputation of the society 

and any serious breach of the by-laws. 

4. Liability of Members to their Society — 

Is unlimited. I'.c., a member is personally, as well as with all his estate 
responsible not only lor his own debt to the society but also for the debts of 
his fellow members to the society. 

5. Liability of a Credit Society :— 

(i) In respect of its own borrowings is unlimited. 

(ii) In respect of the guarantee for the borrowings of all other societies 

affiliated to the Circle Union to which it belongs, is limited to 
the extent of a sum equal to its own maxanum borrowi n gs 
during the {iceoe 4 ing 12 months. 
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6 . Safeguards against Loss ;— 

(i) Admission of persons of good character intimately known to one 

another. 

(ii) Thorough knowledge and observance of the by-laws. 

(iii) Proper fixation of maximum credit limits, and their rigid obser¬ 

vance in granting loans. 

(iv) Discouragement of loans for purposes wliich are not productive 

and profitable. 

(v) Grant of loans foi actual requirements only. 

(vi) Taking of two jx-rsonal sureties for e\’ery loan granted to a member. 

The sureties should, as a general rule, be memlxus of the society, 
but in exceptional cases and with, the approval of the General 
Meeting non-menitx>r sureties may be accepted. 

(\iil Taking of mortgage or sub-lease of any alienable immovable 
proix-rty of the tiorrower or of his future croijs in addition to 
[XTSonal suieties, it the Panchavat considers it necessary. 

(viii) .-Xpplication of lo.ms ii. speciiieil .mil approved purpo,ses. 

7, SYSrEM Of ReI’.W.MIvN'I 

(i) When a loan is made for a iion-pvoductnv purpose it shall be repaid 

within two years 

(ii) Loans for seed, food, cultivation exjx'iises, cattle fodder, or the 

payment of tent or revenue shall be repaid immediately after 
the next ensuing har\’est. 

(ill) Loans fur the purchase of cait- or cattle, or for indu.stiial or agri¬ 
cultural implements, or foi the liquidation of small debts, or 
for house building mii-t rejiaid within two or at the most 
three years. 

(ivl Loans for the liquidation of large debts, the purchase or redemption 
of land, or tor ex(xnsi\e improvement of land must be repaid 
within three or at the most lour years The Panehayat shall 
scrupulously observe these principles and shall not grant more 
than one extension "f an overdue kist. Should it be necessary 
in the opinion of the i’.inctia\‘at to act contrary to the principles 
above expressed, the Panehayat shall refer the matter (or the 
orders of the Gentrai bank or Circle I'liion to which the society 
IS affiJiated and shall obtain and obe\' such orders which moat 
tx> in writing. 

(v) Loans must 1)0 punctually lepaid m the manner shown above, 

(vil More than one renewal foi an overdue kist is prohibited by the 
by-law s. 

H. Where does ihe Money Advanced in Loans to Members come from ? 
(i) A membei gets hb loan from the society. 

{ii) Hie society raises funds by borrowing from the Centtai Hanlc 
directly, ii it b not affiliated to a Circle Union, or by borrowings 
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guaranteed by the Circle Union, if it is affiliated to a Circle 
Union, and by accepting deposits from members and (if expressly 
authorised) from non-members, 

(iii) *The Union does not handle cash nor docs it accept deposits. 

(iv) When a society sanctions the grant of loans to its members, it 

issues printed and engraved vouchers to them, and these vouchers 
can lx; encaslu'd at the office of the Central Bank just as members 
may arrange to suit their own convenience. Thus a member 
may take hi^ own vouchers to the office of the Central Bank, or 
a duly authorised representative of a society may take his own 
vouchers and the \-ouchers of other memtjers to the Central 
Bank office for enc.i-hment, but whenever mon^y isdniwn from 
the Central Bank office by on - member on behalf of other members 
he must produce in tie- ('eiitral Bank office a copy of the reso¬ 
lution passed by tin' society authorising him to draw money on 
Ix-lialf of the other membeis. Refi.iym.mts made by societies 
are made to the Central Banks. The society or any of its 
members desiring to make any payment shall take the pa.ss 
book of the societv, or th pass book of the individual memlter, 
and the cash to the Cenpal Bank which shall receive payment 
from the society or the members on behalf of the Union if the 
Slid Iv IS affiliated to a Union, or on liehalf of the society if 
it IS not affiliated to a Union It is the duty of each society to 
see that Its members o j av jiunctualK'. It is the duty* of every 
Union to see that there are no arrears against any of the societies 
which are its iiicmt>er' 

(v) The Central Bank raises it- tunds by shares, deposits, and loans 

Iroiii the public and supplements local capital by loans from 
the Provincial Bank. 

(vi) The Provincial Bank raises hinds by shares and takes loans and 

deposits from the jmblic It must be rimembered that the 
money which a iiiemli' r gels from his society is not Government 
money. Government does not guarantee the stability of 
co-operative hanks. 

9. Reasons why .Societies SHon.n bind themselves together in 

GUARANTEEING CIRCLE UNIONS .— 

Firstly, it is much better for Unions of Societies to manage their own 
affairs than for individual societies to lean too much on the Central Bank for 
the decision of alt theii business d-'^ail, for this leaning produces debys and 
trouble. 1 

Sec e wtiy , the Union secures mutual supervision and assessment of credit 
faued on knowledge anc furnishes a guarantee to the Central Bank lor 
the borro«io|» of its affiliated societies. This guarantee strengthens the credit 
of the affilia^ societies whb the Central Bank and procures a much mote 
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Uberal credit from the Central Bank than could otherwae be granted. Old 
debts, for instance, can be provided for and easy terms for repayment can be 
fixed where good Unions exist. The Union is a valuable agency for settling 
all matters of common interest and for advising and assisting affiliated societies 
in the conduct of their affairs, 
lo. Formation and Use of Reserve tuND . 

(i) A member pays intere.-t at 12 jh,-! cent, per annum to his society on 

loans. The society pays interest at 9 per cent, to the Central 
Bank if it deals directh' with the Central Bank or to the Union 
if it is affiliated to a Union and the Union pays the same rate on 
loans from the Centi al Bank The whole of the difference lietween 
the interest received and paid by the society goes to its reserve 
fund. Tliis reserve fund is perniam nt and indivisible and cannot 
lx' drawn ujion without the .sanction of the Registrar. 

(ii) The functions of the leM-rve fund are as follows 

(a) It strengthens the .society’s credit. 

(b) It protects the creditors of the society against loss. 

Ic) It is a source from which an annual income is derived to cheapen 
the rate of interest on loans to memlieis of the society. 

II. Ei'ery m -inber of a .society must purchase one share of Rs. 5 in the 
Co-ojx-rative Central Bank to which his -society or the Circle Union (of which his 
. society IS a memlxr) i.s affiliated, for every complete fifty ruiiees or traction of 
fifty rupees which he may owe to his society. He can get money for the purchase 
ol a share or shares on loan from his society. He must repay this money to 
the society in not more th-n ten annual instalments As long as any part of 
ilie purchase money foi any share has not been paid back by the member to 
the society the dividend on sucli shaie shall taken towards the price 
ot the share. The reason why the members must take shares in the 
Omtral Bank is that the credit of the Central Bank is regulated by the 
amount of its share capital. All the money which the Central Bank 
Ixirrows is lent out to the member.- of societies for their benefit. If then 
the members of societies want credit for themselves they must help their 
Central Banks to obtain it tor them Therefore, the members of societies 
have to purchase shares in the Central Bank. But it is no hardship lor 
th. Ill to do so, for the money for Ihe purchase of shares can be advanced to 
them, if necessary, by the societies and can be repaid in very easy annua 
instalments not exceeding ten in ni.'.nlx:r, 

12. Ev'* ry member of a society pays an annual subscription of Re. I 
to the Central Provinces Federation of Co-operative Banks. The subscription 
is utilised in payment ol the staff emploveti to do the writing work of the 
societies and in the payment of the cost of books, forms, and stationery suppli^ 
to societies. It must be remembered that the Society Mohamrs are not the 
masters of the societies but their sMvants and the societies must get all theu 
writing work done by them properly. 
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13. No servant of Government, of the Provincial Bank, the Central 
Bank, or of the societies may ask for or accept any gratification whatsoever 
from any society or from any member of any society, and every Government 
servant or other servant employed in the service of co-operative societies is 
bound, on itenalty of instant dismissal, to pay for his rasad. It is the duty of 
all members of societies to .see that this rule is strictly observed. Breach of 
this rule by a memb.'r of a society 01 by a society will entail the stoppage of 
all credit, tlw cancellation of the society, and immediate recovery of all loans. 

(vili) The question ol old debts is u most difficult one to 
deal with, l.oans for the liquidation of debts contracted prior 
to incinbcrshq') will, as a general rule, be lonsr term loans ; and 
unless the command of funds lor the neccsstiry jteriod is assured 
to a society, it cannot, obviously, be in a jiosition to advance 
a long term loan. One gre.it advanta.i'e alforded by a large 
share ciipital atlministmvd by a th'ntral l^ank is that it furnishes 
a land whuth ctin be einitloved in the gnuit oi long term loans to 
societies ol proved tind tested merit ; and the centralisation 
ol the share capital will not only facilitate the reasoned and 
regulated distribution ol long term loans, but will give the 
financial support of the strong societii's to the weak ones affiliated 
to the same Centra! Bank. Debt coneealment, is, however, 
perhajfs the most seriou' obstacle to tlu' grant of long term 
loans to newly made members, i^y concealing part of their 
indebtedness the members of a new society may be able to 
obtain, from a Central Bank (or even from a Union of Primary 
.Societies), loans which would never be granted it the Central 
Bank or Union knew the tnith. The truth might be arrived 
at by the application of the " Purge." This convenient French 
term expresses the legal mode by which a person acquiring 
immovable property, ascertains, and, if desired, gets rid of 
prior encumbrances or privileges subsisting on the properties. 
Under the Civil Code the Purge has two results ; a purchaser or 
acquirer—for the power is not given to mere mortgagees— 
can free his property of all charges which burden it, and can 
also bring to light all unknown charges which might subject 
him to loss. The former result is obtained, by paying off, 
after due notice, all registered claims up to the amount of the 
prio6 to be paid by him for the property which is then freed 
from uU such encumbrances ; for the purge of unregistered claims 
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notice is given to register, failing which within a given date, 
the property is-absolutely freed from all such claims. In the 
opinion of Sir Frederick Nicholson special legislation with a 
view to ascertaining the liabilities of members of genuine 
co-operative credit societies is not advisable {see page 309, 
Volume 1 of his Report). 

Paragraphs 36 and 37 of tlie Report of tlie Committee on 
Co-operation in India express vienvs with wliich tin' j>resent writer 
is in agreement, and these paragraphs are producei! below 


36. In ronniM-tion with tho organization of -iiru'tios two furdier 
questions haw ))een raised, namoK, (i) whether 
' sjk'i ial power- sfionfd lx‘ ronlcrrcd on soris-tips to 
ftialih- tlioni to ascertain mciiratelv the debts of 
their memfiers or of jxasons desirous to tie ineinfx'rs, ami (li) wfietficr it is 
right for tin; society to jiay off tlie whole of the asrerlained detits of an 
applicant for menilxTslnp on Ins entry into the societv- 


A.s regards the lonnei of lliese questions, a suggi'stion was nmde by Hie 
Co-ofx;rative Conference of 1913 that sjx'cial )iow<‘rs of the kind suggested 
should f>: given, and Local Goveiniueuts wen- coiisiilfed by the Government 
of India as to the advisability of legislation to allow a society to call by notice 
on all creditors of a memtx-i or .in ajiplicant for niemlx rship for a slatemenf 
of the debts due by bun. on [x nalty of their losing interest thereafter on any 
claim not preferred With flic e.xception olllie Go’-eriimeat o) Burma, most 
of the Local Governments weie against faking any action in the direction 
indicated, and tlie m.alter wa- then referred t- our coiisideration. After a 
perusal of the opinions received, our view is tliat no action is required to meet 
the casti of a debt 01 who jiuriiosely conceals his defits, as it is ex liypothest tht'. 
duty of a society to tx- sufficiently acquainted with ftie circumstances of its 
members to prevent tile elertion ol a debtor of this kind, and cwas-.-quenlly 
we do not think llial then- 1- any m c< s>ity for giving powers to issue a general 
notice on creditors to jiresent slateaienls of debts due. Ttie case which is 
to 1v met is that of a (veditoi who refu.ses to supply ; statement o( the 
debt due to him. lliat is to say, wiio refuses to give the peasant debtor what 
every man is entitled to get from his banker, namely, a statement of account, 
and we consider that there is no objection in principle to an arrangement 
by which a society should be entitled to serve a notice on a named creditor 
for the siibn.issior, within one month of a statement of the sum due to him by 
a member or applicant (or membership, subject to the discharge of the debt 
it be fails to subniit a claim and a prosecution under the law if he nuUces a 
wiliiilly false one. In view of the replies given by the Local Governnwints 
to the .previous suggestion we would recommend that legislation of this Itind 
should be tried experimentally in Burma before being apjdied ehewbere, and 
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we would add that in our opinion it should be considered whether the above 
procedure should not be made applicable to all classes of agricultural debts, 
whether a co-operative society is concerned with them or not. 


37. As regards the further question, whether it is advisable for the 
society to pay off the debts of a member on his 
fiSonm el-ction, we think that no unvarying practice can be 

followed. The question arises only when the society 
r.on.siders that the debtor is not too far involved to be extricated from his debts, 
and when it has funds to [xiy any sums due by him. In such cases the best 
plan in our opinion is to arrange to clear off at an eatly date, but not neces- 
saiily on admission, the debts of a new member. Unquestionably from the 
ci-onomic point of view the entire extinction of all old debt and the sulistitution 
ol the society for the money-lender as a member’s sole creditor is the most 
■-alisfactory course; but in relieving debt without any corresponding effort 
on the part of the debtor, there is a real danger ol weakening his strength of 
I'haractcr and thereby making him a less valuable member of a society than 
tie was otturwise cajable of Ixtcoming. If the creditor is troublesome and 
thuateiiing, there is no help for it but to clear off the debtor’s debts at once. 
Otherwise we consider that it is Ixtst to pay off a part of the debts at a time, 
as hinds can be spared for the purpose, thosi> paying highest interest being 
chosen first, and the mortgage debts and others bearing less interest being 
kept over til! the debtor has been sufficiently long in the society for his qualities 
fo be appraised and for the receipt of contributions from himself towards his 
extiication. M'o lliink that a procedure of this kind has a better educative 
effut than the immediate and wholesale clearing off of debts on admission.” 


Admis-sion to Membership. 

j. The 7 nembers in General Meeting shall have the power 
by a majority of the total number of members in the society to elect 
or reject an applicant for membership. Admission to membership 
can only be granted by the members assembled in General Meeting 
and cannot be granted by the members of the Panchayat alone. 

4. Oh election as a member an applicant shall sign his 
name in the register. If he cannot write his thumb impression 
shall be taken. He shall at the same time pay his entrance fee, and 
his first annual subscription of Re. i mentioned in by-law 2 (2) 
above. 

For purposes of practical finance and administration it is 
most important that Central Banks should collect the annual 
Federation subscriptions regularly in advance. Unless this is 
dune'tliere Is a danger that Central Banks will either have to 
use banking funds for the payment of s^ies (which is, of coatBe. 
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most expensive), or will not be able to pay out salaries regolarty 
every month. The instructions of the Governor of the Federa¬ 
tion are that subscriptions are to be collected in advance for 
the following year. The payment of the Federation subscrip¬ 
tions being an obligation enjoined upon the members of primary 
societies in a duly registered by-law brings into operation the 
provisions of section 12 of the Act, and to this fact the attention 
of Central Banks is specially invited. 

Liability of Members. 

5. The members of this society are jointly and severally 

liable for all liabilities of the society. , 

The unlimited liability prescribed in this by-law will, of 
course, be equitably enforced. But it must clearly be understood 
that each member is liable to the extent of his entire property 
for the liabilities of the credit society to which he belongs. 

Expulsion of Members. 

6 . Should a member fail to pay any instalment of his debt 
to the society as it falls due, should he conceal his liabilities, or 
should he use the money advanced to him by the society for any 
purpose other than that for ichich the advance was sanctioned, 
the Panchayat shall have the power to recover at once any amount 
which he owes to the society and to remove Us name from the list 
of members. 

In western countries it is an absolute rule that every loan 
must be for some useful and productive purpose ; this is, in fact, 
one of the chief securities lor the repayment of the loan—a 
security entirely lost sight of by those who demand only material 
and existing securities ; when a loan is used only for a productive 
purpose, including in this definition the payment of previously 
existing debts which enslave tne borrower and absorb his pro¬ 
perty, the lender has the best of guarantees that his loan will 
be repaid : the b<.rfower is, in fact, in a better position to repay 
the loan than he was when he borrowed it. To this end, not 
oidy must an applicant state the object of his loan, but the 
truth of the statement must be enquired into by the Panchayat 

cs iS 
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or by authorised members of the Panchayat, or better still 
by all the members of the society. If the loan is approved of 
it must be used for the purpose stated under penalty of immediate 
recovery. This is not merely for the protection of the interest 
of the society but of the member ; it is desired to teach members 
the due use of credit and to safeguard their true interests; 
control of the use of credit is the base of the society’s action, 
and the abuse of this control is checked by the fact that it is the 
members themselves who control themselves and one another, 
and that the members are men of similar position and needs. 
In India the custom of the country makes it necessary to permit 
the grant of loans for strictly necessary and unavoidable 
expenditure upon marriages, funerals, etc. It is better from 
every point of view that the member who has credit should 
obtain money for unavoidable expenditure from his society 
rather than that he should be driven into the arms of the usurer 
and perhaps to his ultimate ruin. Societies, however, must be 
taught to cut down ceremonial expenditure to the lowest 
possible figure and to look with disfavour upon the unfortunate 
fashion which favours extravagance. 

7. The members assembled in general meeting may, by 
vote of a majority oj their total number, expel any member of this 
society :— 

(1) for being in default to the society; 

(2) for conduct injurious to the credit and reputation of 

the society; 

(3) for any serious breach of the rules or of the by-laws 

of the society, particularly for the misapplication 
of money advanced or for borrowing money secretly 
from outside the society or in contravention of the 
instructions of the Panchayat. 

It is sometimes asked whether a member who borrows 
money for a specified productive purpose but applies it to 
another equally productive purpose ought to be expelled 
from the society. Every case must be dealt with upon its 
merits and the wording of this by-law, it will be noted, is. 
permissive. If the members of the society consicto' that tiie 
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borrower has behaved honestly and honourably, obviously 
th^ should not apply the punishment of expulsion. 

Withdrawal of Members. 

8. A member who owes no money to the society may 
withdraw from membership. 


Liability of Past Member, 

g. Every member of the society -whose connection with the 
society has ceased binder these by-laws shall at once be liable to 
pay the whole of his debt to the society. Any member ivho has 
been expelled or who has -withdrawn from the society shall continue 
to be liable for the debts of the society as they existed at the time 
when he ceased to be a member for a period of two years from the 
date of his ceasing to be a member. 


Sections 2j, 24 iind 25 of the Act run as follows :— 


23. The li.ihility of past member for tlie debts of a registered society 

, , , . , , as tliey existed at the time when he ceased to iw a 

uubiiity of pa^t lucnwjoi. • , , 

mom]x.r shall conliim* foi a pt'iiod ol two years 
from the aale ol his ceasing to t>c a member. 


24. The estate ol a deceased memlx^r shall Ixj liable lor a period of one 


Liabtlity of the cslate> 
oi <icc<^aM.xi mt‘niL>cr.t. 


year from the time of Ins decease for the debts 
of a registered society a., tliey e.xi-'ted at the time 


of his decease. 


25. Any register or list of memiicrs or shares kejrt tiy any registered 
society shall be primd facie ei’ideno- of any of the 
Register of member^. following particulars entered therein ;— 

(a) the date at which th< name of any jxirson was entered in such 

register or list as a member ; 

(b) the date at which any such person ceased to Le a member. 


Interest of Past Member. 

10. The interest of a member deceased or expelled or of a 
member who has withdrawn shall be held to be the a>nouni of any 
deposits or loans made by him with or to the society together with 
interest thereon to the date of decease, expulsion or withdrawal 
less any sums due from him to the socidy together with interett 
thereon to the date of decease, expulsion or withdrawal. 
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Sections 20. 21 and 22 of the Act run as follows 

20. A registered society shall have a charge upon the share or interest 
in the capital and on the deposits of a member or 
respect of s^harefor^nier" past memlrer and upon any dividend, bonus or 
cst of member, profits payable to a member or past member in 

respect ol any debt due from such member or past member to the society, 
and may set off any sum ciedited or payable to a member or past member in 
or towards payment of any such debt. 

jj. Subject to the provisions of section 20, the share or interest of a 

member in the capital of a registered society shall 

siiarc.^ or intt'rc-.t not Pp liable to attachment or sale under any decree 

li.ibic to ^ 

or order of a Court of Justice m respect of any debt 

or liability inclined by such member, and neither the Official Assignee 
under the Presideiicy-towiis Insolvency Act, 1909, nor a Receiver under 
the Provincial In-olvcncy Act, 1907,* shall be entitled to or have any claim 
on such share or interest. 

22. (1) On the death of a member a registered society may transfer 
the share or interest of the deceased member to the 
* '^(iTOili ot mluitivi 'person nominated in accordance with the rules made 
in this behalf, or, if there is no peison so nominated, 
to such person as may appear to the committee to be the heir or legal repre¬ 
sentative of the deceased member, or pay to such nominee, heir or legal 
representative, as the case may be. a sum representing the value of ,such 
member's share or interest, as ascertained in accordance with the rules 


or by-laws; 

Provided that— 

(i) in thr < ase of a society with unlimited liability, such nominee, heir 

or legal representative, as the case may be, may require payment 
by the society of the value of the share or interest of the 
deceased member ascertained as aforesaid ; 

(ii) in the case ot a society with limited liability, the society shall trans¬ 

fer the share or interest of the deceased member to such nominee, 
heir or legal roprcseiitalive, as the case may be, being qualified 
in accordance with the rules and by-laws for membership of the 
society, or on his application within one month of the death of 
the deceased membei to any person specified in the application 
who is so qualified. 

(2) A registered society may pay all other moneys due to the deceased 
member from the society to such nominee, heir or legal representative, as tha 
case may be. 


(3) All transfers and payments made by a registered society in accordance 
with the provisions of this section sliall be valid and efiectual against any 
demand made upon the society by any other person. 


Act III oi 1909, III ol 1907. 
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Formation, Duties, and Responsibilities 
OF Panchayat. 

11. Until a Panchayat is elected by the members of the 
society in a General Meeting, the persons signing the forms 
of application for registration shall be deemed to be the 
Panchayat. 

12. As soon after registration as convenient the members 
of the society shall hold a General Meeting and shall elect a 
Panchayat which must consist of at least three members and 
shall, if possible, consist of not less than five members. 

13. No one who is not a member of this society shall be 
eligible to serve on the Panchayat. 

14. The Panchayat shall be elected annually at the General 
Meeting of the members. Any member of the Panchayat shall be 
eligible for re-election. 

15. The Panchayat shall elect one of its members as Sirpanch 
and another as .Secretary of the society. 

16. The Panchayat shall meet as often as may be necessary 
and in any case at intervals of not more than three months. 

17. In addition to the powers and duties already laid down 
in these by-laws the Panchayat shall — 

(1) submit to the Central Bank ot to the Union, as the case 

may be, proposals for the fixation of the maximum 
credit limit of the society for the ensuing 12 months 
with a list of the individual credits assigned to the 
members of the society; 

(2) consider application for loans by members and grant 

them if they are within the annual maximum 
credit fixed for each member by the General Meeting 
in accordance with by-law 23 (2). Subject io 
the right of appeal to the General Meeting, the 
Panchayat shall have the power to reject any appli¬ 
cation for a loan by a nrmber if in their opinion 
there is good reason to suppose that the money is 
not wanted for a neussary purpose, or for any other 
just or proper cause ; 



CENTRAL PROVINCES SYSTEM. 

(3) see that every loan granted to a member is duly secured 

by two sureties. These two sureties shall, as a 
general rule, be members 0/ the society: but in 
exceptional cases, and with the approval 0/ the 
General Meeting, sureties may be furnished by non- 
members provided such non-members furnish a 
written undertaking, to abide by the Registrar’s 
decision on any matter which may be the subject 
of dispute between them and the society. The 
Panchayat shall have the power in addition to 
requiring personal sureties to take a mortgage or a 
sub-lease of any alienable immovable property of 
the applicant or of his future crops, 

(4) subject to the provisions of by-laies 23 (3), 26 and 27 

raise loans and disburse them as soon as possible. 

(5) collect as they fall due the principal and interest on 

loans and repay loans and deposits ivith interest 
thereon ; 

(6) examine all eases of outstanding arrears and make 

arrangements in such cases as may be necessary to 
provide against loss ; 

(7) maintain the society's accounts and records : 

(8) elect two of their number to represent the society at the 

General Meeting of the Circle Union, if any, to which 
the society belongs : 

(q) guard and preserve the good name of the society ; 

(10) incur necessary expenses connected <i ith the business of 
the society. 

In the co-opcrati\p systems of other countries security 
given for loans is almost solely personal, namely, that of the 
borrower reinforced by that of his sureties. “ Schulze-Delitzsch,” 
writes Sir F. Nicholson, “ favoured suretyship calling it ‘ the 
keystone of the organization ’ ; he considered that it promoted 
fraternity, provided contrd and supervision over the borrower, 
guaranteed the honesty and capacity of the latter, who, if not 
honest and capable, would fail to find sureties, and ensured 
punctual payments by the borrower himself, who would on no 
account leave in the lurch a surety of his own class and calling." 
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In another place Sir Frederick says: " Raiffeisen like 
Schulze-Delitzsch believed in the efficacy of personal security; 
it brings together the members of a society, and, since a member 
will be very unwilling to cause loss to his immediate neighbours, 
specially those who have become securities for him, it is one of 
the most efficacious modes of securing repayment if not 
punctuality ; but he directed his societies to be very careful not 
to accept, either as principal or surety, an idler, a drunkard, or a 
spendthrift, and since the societies are purely local it is easy to 
avoid such persons ; hence there is not onlj' great security to the 
society but a direct inducement to the idle, extrav'agant, or 
vicious to reform in order to become members of these useful 
societies. This is no theoretical fancy but the result of 
experience.” 

18. The members of the Panchayat arc personally responsible 
for seeing that the by-laws of the society are duly acted up to and 
enforced, and in any enquiry or inspection which the Registrar may 
hold or make or may order to be held or made into the affairs of the 
society costs may be exacted according to law from the members of the 
Panchayat by icay of penalty should it be proved that they have been 
guilty of neglect of the duties imposed upon them by these by-laws. 

Under section 35 of the Act it is always open to the 
Registrar to hold an enquiry into the affairs of a registered 
society. Under section 37 the Registrar is empowered to 
apportion the costs of the enquiry as he thinks fit ; and under 
section 33 these costs can, upon application by tiie Registrar or 
any duly authorised person, be recovered by a Magistrate by 
the distress and sale of mo^^.lble property. 

19. No member of the Panchayat and no member of the 
society shall vote on any application for a loan in which he is 
personally interested as a borrower. Wlten any application for 
a loan is under discussion the member applying for the loan shall 
withdraw from the meeting. 

Cases Ixave occurred in which prominent members of 
societies have by the exercise of undue mfluence secured loans 
Ux themselves which ought never to have been granted them. 
This danger is one against uiuch Central Banks and inspecting 
officers should always be oa their guard. 
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Record of Proceedings. 

20. The proceedings of meetings of the Panchayat and 
of the society shall be recorded in the Proceedings Book of the 
society and signed by the Sirpanch and the Secretary in token of 
accuracy. Copies of the proceedings shall be forwarded to the 
Union or to the Central Bank as the case may be. The Sirpanch 
or the Secretary or such other member as may be duly authorised 
by the society shall be empowered to sign all documents on behalf 
of the society and to institute or defend suits or proceedings on 
behalf of the society. 


Periods of Loans. 

21. As regards the period for which the society may grant 
loans to its members, the Panchayat shall observe the following 
principles :— 

(1) When a loan is made for a non-produciivc purpose 

it shall be repaid within two years. 

(2) Loans for seed, food, cultivation expenses, cattle fodder, 

or the payment of rent or revenue shall be repaid 
immediately after the next ensuing harvest. 

[f] Loans for the purchase of carts or cattle or industrial 
or agricultural implements, for the liquidation of 
small debts, or for house-building must be repaid _ 
within two or at the most three years. 

(4) Loans for the liquidation of large debts, the purchase 

or redemption of land, or for expensive improvement 
of land must be repaid within three or at the most 
four years. The Panchayat shall scrupulously 
observe these principles and shall not grant nwre 
than one extension of an overdue kist. 

(5) Should it be necessary in the opinion of the Panchayat 

to grant a loan or to make an extension for a period not 
in accordance with the principles above expressed, 
the Panchayat shall refer the matter for the orders of 
the Circle Union or the Central Bank to which the 
society is affiliated and shall obtain and obey such 
orders which must be in writing. 
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Paragraph 64 of 4 he Report of the Coniniittee on 
Co-opCTation in India is as follows ;— 


64. The ordinary practice in India is to fix the period of loans at the 
time when they are sanctioned, and this we think 
TMnfdt^rd'^'grv'ln'* to be correct. In one province it is customary to 
fix the nominal term at one year and to allow exten¬ 
sions up to 5 years provided that one-fifth is repaid annually, but this system 
is rightly being abandoned. No special principle can lx- laid down for deter¬ 
mining the period of non-productive loans, but as a rule they should be for 
short periods not exceeding two years. In the case of loans for productive 
purposes, the period should lie long enough to allow tlu; borrower to make 
repayment from the proceeds. It is true that the amount of the loan and the 
circumstances and repaying powers of the debtor are factors that must fie 
taken into account, but r.xcessive dependenci' on these considerations opens 
a loop-hole to favouritism, and it is im]X)rtant to arrange for the adoption of a 
standard by which societies should regulate their loan. We find that in Burma 
the subject is regulated in the by-laws loans being classified as ;—(a) Loans 
for seed, food, cultivation expen.ses, or cattle-fodder; (b) Loans for purchase 
of carts or cattle, for liquidation of small debts, and for house building; and 
(c) Loans for liquidation of large debts, purchase, or redemption of land, or 
expensive improvements of land. The first class must lie repaid immediately 
alter the next ensuing harvest ; the second in 2 or years; and the third in 
3 or 4 years. The committee is left no further discretion to vary these terms 
at the time of granting the loans, but has authority in exceptional circum¬ 
stances to sanction an extension up to one year when the time for repayment 
arrives. We consider that a somewhat similar classification of loans with 
similar standard maximum periods might be i’''''orporatcd in the by-laws of 
each province, the committee being empowered to fix longer terms, at the 
time of granting the loans, for special reasons only, and it should be held an 
important part of the duties of supervising officers to see that good reasons 
exist lor every departure that has lieen made from the standard term. It 
will also, for the reasons to be given lielow, lie a gieat coin'enience if all or 
nearly all loans are made repayabh at harvest. 


As the funds available especially at the commencemert of a society will 
ordinarily be insufficient to meet all demands, care should lie taken not to 
lock up too large a proportion of them in long-term loans. The length of the 
periods of loans to members v ill depend partly on the length of the terms for 
which societies can borrow money and partly on local conditions including the 
relation of the sale value of produce to the capital value of land and the 
percentage of land-value up to which it is customary to grant mortgage loans, 
but it will seldom be possible in the present circumstances to grant loans for 
periods exceeding fii e years. Long-term loans will usually be larger in amount 
than those for short-terms, and it will obviously be unfair to devote too krge 
a portkm of the funds available to this cla.s_- of loans. At the begiiming of a 



261 


CBNTRAL PROVINCES SYSTEM. 


society’s career its ol)ject should be rather to meet the needs of the classes 
requiring siiort-term loans, but as the proportion of the society’s ‘owned 
capital increases, and as the amount obtained from long-term deposits and 
available for advances gro\re, the proportion of long-term loans may be simul¬ 
taneously increased. After this a further stage will be reached in which the 
loans for liquidation of debts will l)c less frequent and the normal loans will 
1)0 tor the ordinary o(X'rafions of agriculture and foi comparatively short- 
tenns. 

In some f>;trt-. of the country we have found large sums lent out lor two 
or more 3Vars and made repayable in a lump sum at the end of the period. 
Tins Is 111 our opinion an uneconomical system and inconsistent with the 
piinciple that repayments should ahvajs be made out of the proceeds of the 
liiuns. In all cases where the period of a loan exceeds one J'ear, repayments 
should be made bv compulsory annual instalments. This is the Raiffeisen 
rule and it would l>e dangerous to abandon it. In fixing instalments (or 
lecuvery, we think it U'-t to make the principal repa^’able by equal instalments, 
interest lieing calculated on each occasion up to the date of actual pajnnent, 
rather than to attempt to work out equated pavments of interest and principal 
taken together. The latter procedure, thougli simplifj'ing the demand, is 
ajit to cause groat ctmfusion of accounts il payments esvr fall into arrears. 

iitn'Cfssiw crop kikiros upset original calrulations and lead, 
of course, to lunnerous renewals of loans ; the just fi-Kation of 
instalments is :i matter which presents great difficulties, 
especially when the profits of the original loan have not accrued 
owing to liail, rust, fire, drought, or some other calamity. 
But ('o-oi)crators must remember that they are not dealing 
with State demands ; on the contrary, they arc trustees for the 
money of shareholders and depositors and, sooner or later, 
debts must bc‘ recox cred. Under the regime of the sahukar 
unpunctuality and continuous indebtedness are fostered, with 
results that are far from hencficial to the debtor. In re-fixing 
instalmcms, therefore, it is better to .spread them over too 
sliort. ratlier than over too long a term ; and in making recoveries 
it is wise to follow the old banking precept “ Recover as much 
as you can when you can,” remembering always (a) that it is 
the duty of co-operators to work for the benefit of the debtor 
and not for mere profit, (6) that it pays to be merciful and just, 
(f) that it is suicidal policy to show any indulgence to slack 
and dishonest persons, and (if) that it is fodish to place too 
great a strain on an honest man’s capacity for repayhoent. 
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The very first lesson that a co-operator has to learn is that his 
promissory note is not a " scrap of paper ; ” on the other hand, 
some Central Banks have yet to learn the lesson that good 
customers deserve prompt and considerate treatment. It is 
after bad seasons that the cultivator’s need for financial assist¬ 
ance is greatest, and the tendency to refuse loans for seed and 
bullocks for no better reason than that crops have been poor 
is one which must not be encouraged. Co-operative credit 
is nothing but a fraud and a delusion if short-term loans cannot 
be obtained by perfectly sound societies just when the troubles 
of their members arc most acute. 

A feature which differentiates co-operative credit from 
private money-lending is that, whereas the sahttkar very often 
refuses to accept repayment before the date stipulated (unless, 
indeed, interest for the whole period is forthcoming), the co¬ 
operative bank allows the borrower to pay back part or the 
whole of his loan before the due date, and charges interest, 
at the agreed annual rate, only for the number of days for which 
the money has been in his hands. This being a feature of 
co-operative credit, co-operative banks must not omit to observe 
and preserve it. With all the care taken to fix the easiest 
instalments for repayment it is found in every country that the 
unpunctuality of the peasants is a standing difficulty ; they 
cannot without vast trouble be got to understand the absolute 
necessity of punctuality, and much tact is required to avoid, 
on the one hand, a sudden severity which would deter them 
from becoming members and taking loans, and, on the other, 
a leniency which would soon ruin the society. An official 
commission held in German}* commented on this fact, and found 
that the leniency of the administration on tliis point encouraged 
the peasants in their faults. It was found in one society.with 
284 members, that 81 plaints had to be filed in court within three 
years ; of these, however, only 28 had to be followed up, and in 
one case only was the surety called upon. In 24 societies 
within the jurisdiction of a single c >urt, there were 793 suits 
in three years ; of these, 222 resulted in attachments of property ; 
it is said that these were chiefly for small loans in very poor 
vtDag^. It was found that loans were frequently granted 
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imprudently by the village credit societies, chiefly from a 
false idea of benevolence or compassion ; but as a general rule 
bad harvests or unavoidably large fluctuations in the price of 
agricultural produce were the causes of unpunctuality. Some 
local societies shrank from pressing their debtors, fearing to 
drive them into the hands of usurers ; they did not insist on 
punctuality and thereby strengthened the peasants in bad 
habits. It was found also that the debtors had the means 
to pay had they been pressed and that they did eventually 
pay up. It is clear that these faults—undue leniency on the one 
hand and unpunctuality on the other—may easily wreck the 
best system. Many writers allude to the idea commonly 
held by the peasants that a society (or a Government) is 
enormously rich and can afford to wait for its money, so that 
unpunctuality with them conveys no sense of fault. Mr. Wolff, 
while admitting that the peasants are unpunctual, considers 
that the European societies are training them to habits of 
punctuality by insisting inexorably on payments at audit. 

" Here, in India,” comments Sir F. Nicholson, " poverty is too 
frequently urged as a reason for granting a loan of public money, 
while the ryot and not merely the ryot habitually thinks that 
the Government is boundlessly rich and can afford to wait, 
or even to lose an individual trifle.” 

Gener.al Meeting. 

22. A general meeting of the society shall be called as often 

as may be necessary. At least one such meeiiiig shall be called 
each year in the month of . This meeting shall 

be knoun as the Annual General Meeting. 

23. The members shall in the Annual General Meeting — 

. (i) elect the Panchayat for the year ; 

(2) fix the maximum amount of credit to be allowed to 

each member during the ensuing twelve months; 

(3) fix the maximum amount of liability to be incurred 

by raising loans on behalf of the society during the 
year. This maximum may, of course, be ttKreased, ' 
or decreased, on the addition or removal of members 
in any general meeting or otherwise as may', from 
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time to time, be necessary in the course of business. 
The maximum limit fixed by the Registrar may be 
reduced without reference to the Registrar, but it 
cannot be exceeded without sttch reference. 

Note .—The term loans includes borrowings of every 
description such as deposits made with the society, 

24. Except as otherwise provided in these by-laws all questions 
shall be decided by a majority of votes. 

Restriction on Borrowing. 

25. The society’s horroivings from all sources shall not 
exceed a maximum to be fixed by the Registrar for the Society from 
time to time. 

It must be explained that the maximum limit to be fixed 
by the Registrar is intended for disciplinary purposes only 
and is not intended to have anything to do with the grant of 
credit. The assessment of credit is as regards individuals 
the task of the society. As regards the societies which are not 
affiliated to Unions, it is the task of the Central Banks. As 
regards the Unions, here, again. Central Banks must assess 
the credit of the Unions, and the Unions must be left to assess 
the credit of the. societies which are their members. The 
Registrar fixes a maximum limit within which free discretion 
is granted to the institutions responsiW; for the grant of loans. 
Should a society exhibit culpable or criminal negligence in the 
conduct of its affairs, it is open to the Registrar to reduce the 
maximum limit and thus exercise the necessary disciplinary 
pressure. The control of audit by the Registrar is thus rendered 
real and effective. 

26. Every member shall on election receive a savings deposit 
book in which shall be entered all deposits and withdrawals made 
by him on his savings deposit account. Savings are the personal 
property of the depositor and of his heirs. On such savings the 
society shall pay interest at a rate not less than that which it pays 
for money borrowed from the Union or the Central Bank to which 
it is affiliated. Savings deposits are withdrawable on such terms 
and conditions as the depositor may make with the Panchayal, 
but the acceptance of savings deposits is subject to suck rules as- 
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the Registrar may lay down from time to time for the society’s 
guidance. 

The term savings deposits is intended to include small 
sums, within strictly marked limits, taken and dealt with on 
lines similar to those of the Post Office Savings Banks. If a 
society undertakes to meet demands at call, cash in hand must 
be maintained unless an arrangement is made with the Central 
Bank to which the society is affiliated for theprovision of cover¬ 
ing funds. In this case a few days notice should be required 
before the withdrawal of any deposit. The acceptance of 
savings deposits is business which can only be entrusted to 
societies which have proved their merit. But it is, of course, 
hoped that, in the end, all primary societies will be in a position 
to accept savings deposit from non-members as well as from 
members. 


Acceptance of Fixed Deposits. 

27. The society may accept fixed deposits from members 
and Hon-mcmbcrs subject to such special rules as may be prescribed 
by the Registrar from time to time. 

At audit special attention is directed to the efficiency 
displayed by the society as an agency for the promotion of thrift. 
A good co-opcrati\'e credit society will promote thrift not only 
amongst its own members but amongst non-members resident 
within the area of its operations. As regards the administra¬ 
tion of “ deposits by members,” no serious difficulty arises, 
lor any disturbance caused by failure to repay on the due date 
is internal and confined to the society itself. Subject to the rule 
that every deposit shall be ft.\ed for not less than one year * 
all primary societies may accept fixed deposits from members. 
But in rcsyrect of deposits by non-members the case is altogether 
different. Failure to repay a non-member on the due date 
might cause widespread disturbance and weaken confidence 
in the system as a whole. It is, therefore, necessary to regulate 
the acceptance by primary societies of deposits from non- 
members and to bring such deposits under the protection of the 


* C/. paragraph s> o< the Report ol the Committee on Co-opentiao. - 
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hi^er bankii^; organization. In these Provinces all Central 
Banks and the Provincial Bank are always open to receive 
deposits from the public. Diaries are maintained showing the 
dates upon which liabilities to depositors accrue ; and these 
diaries are regularly scrutinized and checked. At the apex 
of the system, namely, in the Provincial Bank, adequate fluid 
resources are always maintained to an extent indeed which has, 
hitherto, proved far in excess of all requirements. Still, safety 
being our first object, it is of paramount importance that co¬ 
operative banking should have the same solidity as coined 
money. Suspension of cash payments by bankers affects 
not only their depositors, but every one with whom those 
depositors deal. Every banker is under contracts to deliver 
money on demand. It matters little whether these contracts 
are in the form of printed notes or acknowledgments in a deposit 
book. The banker is a broker in money, with money contracts 
outstanding for the future delivery of money. As a “ comer ” 
on the Stock Exchange means min for brokers who are " short ” 
of the “ cornered ” stock, so a “ corner ” in currency means 
min, primarily, for the banker if he is short of cuiTcncy, and 
secondarily, for the clients to whom he is under contract to 
make delivery, because they too arc under contracts to deliver 
money to servants, wage-earners, shopkeepers, and others. 
The banker is the guardian of a mechanism the derangement 
of which means serious embarrassment and perhaps min to 
every member of the community. It is enjoined upon him, 
therefore, to so employ the capital of which he is the custodian 
as to extend the greatest possible aid to those enterprises which 
promise the greatest sum of economic benefits, while taking 
extreme precautions, as trastee for the members of the com¬ 
munity, that he shall never be unable to fulfil exactly and with¬ 
out grace all the contracts which he has made to deliver mon^. 
When primary societies are sufficiently advanced and alive to 
their responsibilities, and as soon as suitable arrangements 
can be made to secure the punctual and regular submission 
of returns from them, then and not before will the Regis- 

tnur be aUe to frame rules pmnittstg the acceptance by primary 
noddies oi depcsits tendered by non-memba^. 
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Restriction on Lending or Making Deposits. 

28. The society shall not lend money to non-members nor 
shall it be at liberty to make loans to or to make deposits with any 
society other than the Central Bank to ivhich it is affiliated. 

All experience shows that the centralised control of banking 
finance is indispensable to safety. Where primary societies 
have allowed to lend their funds (frequently borrowed) 
to other primary societies liabilities have been linked in a most 
cl'tngerous manner and awkward complications have been 
caused. This by-law merely gives effect to modem co-operative 
practice. 

Rate of Interest on Loans. 

29. The rate of interest which members of the society shall 
pay for the loans which they lake as individuals from the society 
.shall he subject to the sanction of the Registrar. 

It is most important that the rate of interest at which 
members of primary societies can borrow should bear a proper 
relation to the rates of interest which arc attractive to depositors 
and to tlie rates which Central Banks and the Provincial Bank 
have to pay for monev. Unless adequate margins are available 
serious administrative difficulties occur in connection with 
working expenses ; and it is, of course, very necessary to provide 
for the accumulation of adequate reserve funds. 

Formation, Purpose, Investment, and Disposal of 
Reserve Fund. 

30. All net profits shall be put aside as the permanent and 
indivisible reserve fund of the society. The reserve fund of the 
society shall be invested in such manner as the Registrar of Co¬ 
operative Societies may direct from time to time. The purpose 
of the reserve fund is not only to provide the society and its future 
members with a permanent pledge on which to obtain credit but 
is to protect the present creditors of the society against loss, to build 
up a fund from uhich an annual income may be derived to cheapen 
the rate of interest on loans to members of the society, to provide 
an emergency fund and, in the end, to furnish the society with 
its own working capital. Members of the society must clearly 
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understand what the purposes of the reserve fund are, and they 
must also understand that it is only by patient and gradual steps 
that the society can attain to the ultimate goal of being in 
possession of its own working capital. 

31. The reserve fund shall not be drawn upon without the 
sanction previously obtained of the Registrar of Co-operative 
Societies, Central Provinces and Berar. The reserve fund is 
the permanent and indivisible fund of the society and in the event 
of the society’s dissolution it cannot be shared out amongst 
the members but will be utilised in accordance with the rules 
framed by the Administration under the Act ichich arc given 
below :— 

XIX. The reserve fund of a registered society shall be 
indivisible and no member shall be entitled to claim 
any specified share in it. 

XX. On the dissolution of a registered society, the reserve 
fund shall be applied to discharging such liabilities 
of the society as may remain undischarged after 
the enforcement in full of the liabilities of the indi¬ 
vidual members of the society. 

XXL Any balance of the reserve fund which may remain 
after making the payments specified in rule XX, 
shall be applied to such local objects of public utility 
as may be selected by a majority of the votes of the 
members of the society [as they existed on the date 
of dissolution) assembled in general meeting and 
approved of by the Registrar. If within three months 
of the dissolution of the society the members fail to 
make a selection which is approved of by the Regis¬ 
trar, the latter Jxall credit the above-mentioned 
balance of the reserve fund to the reserve fund of the 
co-operative society, if any, lu which the society 
was affiliated or, if the society was not affiliated 
to any other society, shall place the said balance on 
deposit in some co-operative or other bank until 
a new co-operative society with a similar area of 
operations is registered, in which event it shall be 
credited to the reserve fund of such society. 
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By-laws 30 and 31 embody certain universal and cardinal 
principles of the co-operative banking system. In.these Pro¬ 
vinces the reserve funds of all societies within the circle of the 
credit organization are accumulated at the apex of the system 
and made available for the support of the movement as a whole. 
Each society, of course, retains its individual rights in its 
reserve fund, the accumulation merely representing the mobiliz¬ 
ation of resources. As already stated, adequate fluid protection 
for deposits is provided by the Provincial Bank, and for this 
service to the system the Provincial Bank makes no charge. 
Without the contributory support of the various imits consti¬ 
tuting the credit structure the Provincial Bank could not 
]x)ssibly afford to maintain the necessary fluid resource, and 
the application of the co-operative principle has solved a 
formidable difficulty. 

Affiliation to the Circle Union. 

32. Immediately after registration the society shall get 
itself enrolled as a member of the Circle Union, if any, and shall 
agree to abide by the by-lais’S of the said Union. 

Affiliation to the Central Bank. 

33. The society shall purchase at least one share in the 

__ Central Bank. This share may be paid for 

out of the society’s reserve fund. It shall also, when and as the 
Registrar may direct, contribute out of its profits towards the pur¬ 
chase of the share or shares held in the Central Bank by the Circle 
Union, if any, to which it belongs. 

Amendment of By-laws. 

34. The above by-laws can be amended by resolution of the 
general meeting of the society after sanction of the Registrar of 
Co-operative Societies, Central Provinces and Berar. 
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CHAPTER III. 

The Circle Union of Primary Co-operative Credit 

Societies. 

The Circle Union takes its place in the structure of 
co-operation only when a certain stage of local development 
has been reached. The safety of co-operative banking on the 
Raiffeisen system lies, as wc have seen, in the strict observance 
of established principles, the foremost being that which 
lays down that wilhout proximity there can be no credit, .\gain, 
the ultimate aim of all genuinely co-operative iastitutiems 
must be co-operative All thing-, must have a beginning, 

and the primitive ffjrm of Central Bank composed entirely 
of zealous individuals, with a knowledge of local virtues and 
local failings, has its own particular task to perform. That 
task is. quite simply, the introduction of the co-operative 
idea; but the life of a Central Bank, in this its chrysalis 
stage, is limited by the very succe.ss with which its founders do 
the work expected of them. 

Co-operative banks are not mere channels for the distribu¬ 
tion of money. Their functions are to teach, tram, and form 
character, and to benefit not only the borrower but the State 
as well. It is true that the worth of a co-operative society 
is the worth of its members. In a r'‘w society there may be 
little actual worth but much potential worth. The worth of a 
country is the worth of its inhabitants ; and world experience 
proves that co-operation fosters, a-> nothuig else does, the 
increase of such worth. But the co-operation must be of the 
right kind, and not the weaiding plant which has to be nursed 
into existence and can only lie kept alive by frequent doses 
of State aid. Spoon-feeding by a parent institution, no matter 
whether that institution be the State itself, or a Provincial, 
or a Central Bank, is poison to the co-operative movement. 
Just as the Registrar has been appointed by Government to 
teach, and to exercise his powers of com rol in a manner sahitaiy 
to the moral and material health and progress of the movement, 
so Central Banks have been created not to keep the societies 
for which they are responsible in tutelage, but to inculcate 
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ill them the spirit of self-help and train them in the management 
of their own affairs. 

In the early stages of its career a Central Bank has only 
a few societies to deal with. Provided the non-official Directors 
of the Bank have the requisite local knowledge, and can find 
time for work demanding much care and attention (and not a 
little personal inconvenience), things will go swimmingly 
enough as long as the volume of business remains small. But 
the supply of men able and willing to work without remunera¬ 
tion is exceedingly limited ; and very frequently—and quite 
naturally—landliolders, money-lenders, and others view the 
advance of the co-operative movement with disfavour. Vested 
interests are threatened, so it is thought, and existing springs 
of profit will be diverted into new channels. The field for 
selection is narrowed, too, by the fact that most men are fully 
(X:cupied vrith their own private affairs. What the non-official 
pioneer of the movement must be is an apostle, with the time, 
the. desire, the knowledge, tin; health, and the means to devote 
himself to work which is ff)r the benefit of other and not always 
very grateful people. We. in the Central Provinces and Berar, 
have been most fortunate in our non-official pioneer workers, 
and nothing could have been accomplished without them. 
Under their care the foundations have been laid and early 
difficulties smoothed over. But it is impossible to organize 
and to make satisfactory arrangements for Central Banks 
except at suitable centres ; and the problem caused by the 
natural expansion of the mo\ement cannot be solved by the 
multiplicatiop of Central Banks. Even if there were large 
numbers of recruits waiting amongst the ranks of the better 
educated and well-to-do members of the community, it would 
be verj' hard to obtain the necessary complement of Directors ; 
for it is one thing to grow up and gain one’s experience with a 
Central Bank, and it is quite another to join the management 
of a Central Bank in the later stages of its career. Sound 
banking lies not so much in rules and theory as in an accurate 
knowledge and hiterpretation of the imponderable. As soon 
as the safety and efficiency of a Central Bank are threatened 
by the fact that the number of societies is large and. local 
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knowledge insufficient, decentralisation is necessary. For very 
obvious reasons the assessment and grant of credit cannot 
be made over to paid servants ; such a step would involve grave 
dangers. Proximity to its societies having ceased to be a feature 
of a Central Bank, all work which can only be done in proximity 
must be made over to some other and more local co-operative 
agency. Decentralisation is educative, forms character, makes 
for safety, and secures economy. If, for instance, a Central 
Bank is responsible for the detailed finance, supervision, and 
control of 300 societies, a large number of paid servants must be 
employed, for the work will be too much for the small number 
of active Directors available. Moreover, the control of a large 
staff is no easy task, and it is very difficult to recruit and train 
suitable men. Office work will be very heavy ; delays will 
occur in the despatch of business and societies will be badly 
served ; in fact, the machinery of the Bank will, by ominous 
creakings, show that too great a strain is being placed upon it. 
There is, in addition, the fear that the paid manager and staff 
will gather too much power into their omti hands. 

What is the remedy ? It is to be found in the formation, 
out of small groups of adjacent primary societies, of guaranteeittg 
unions. We may now proceed, without further discussion, 
to examine the constitution of this form of co-operative 
organization. 

BY-LAWS FOR A CIRCLE UNION OF PRIMARY 
CO-OPERATIVE CREDIT SOCIETIES. 

Name, Adores.--, and Objects. 

I. This society shall he called the _ 

Circle Union of Primary Co-operative Credit Societies, Limited. 
It is registered under the Co-op/’rative Societies Act II of 1912, 

and its registered headquarters are at _ 

Tashil _ District __ 

The areas allotted to each of '.he twenty-nine Central 
Banks in the Prc Nunce have been demarcated into small circles. 
Every circle is a potential Union ; though, of course, in maiqi 
circles there is not, as yet, even one primary society. In 
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virgin circles propagandist and educative work should be under¬ 
taken before the formation of the first society is attempted. 
If possible, a trained lecturer, with a magic lantern', should 
give a lecture or two at a centre convenient for all villages 
in the circle. Then the people should be invited to go and 
examine a few existing societies for themselves ; and after this 
has been done, time should be given for reflection. Do not 
hurry: show the people where the water is, let them express 
the desire to be allowed to drink it. 

New societies and weak societies cannot he formed into Unions. 
They have not the necessary experience, and must, of course, 
learn what co-operation within the village means before they 
arc promoted. To the individual society, admission to a 
Union means the enjoyment of greater facilities for credit. 
A Central Bank working without complete local knowledge 
will probably give insufficient or excessive credit ; both are 
dangerous, but probably the former will be given. Now the 
Union has more local knowledge than the Central Bank, and 
there is a much better chance that credit will be correctly 
assessed by the Un ion. Request s for post ponement will, if backed 
by the Union, be received by the Central Bank with very much 
less susjncion than at present ; and loans for the liquidation 
of old debts can most certainly be advanced to a Union more 
freely than to an individual society, for the security offered 
is more stable and more permanent. In fact, so safe is the 
Union organization, from the banker’s point of view, that it 
will not take long before it succeeds in converting, in gradually 
increasing numbers, rustic hoarders into rustic investors. 
Then the problems afforded by long-term loans and old debts 
will be very much nearer to solution than they are at present, 
provided the supply of local deposit money proves to be constant 
and abundant. 

“ It has been objected especially by Schulze-Delitzsch, 
that money cannot be lent on long terms by Raiffeisen societies 
without great risk of bankruptcy, unless they can borrow on 
sunilar terms. As a matter of fact, the societies do not generally 
borrow cm long terms ; their funds are chiefly savings or deposits. 
Schulze-Dditzsch and others proved conclusively that, by 
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theory, this means bankruptcy, and that the societies could not 
succeed ; but practice contradicts theory. It is only necessary 
to point to the German Savings Banks, with 55 per cent, of 
their enormous deposits on rural and urban mortgages to 
disprove Schulze-Delitzsch's theory ; the savings banks experience 
of Austria, Italy, and the United States is equally conclusive. 
The fact is that the good credit of the societies prevents 
any lack of lenders ; it is said, indeed, that they have 
more money than they can lend, probably owing to strictness 
in lending ; that these creditors are largely members ; that 
their savings arc left for a long time untouched ; that, in fact, 
the banks find that they can place a very large proportion of 
their funds in long-term investments ; finally, that long-term 
loans arc all repayable by instalments, so that the money is 
continually coming in. It is true that the societies have 
introduced a rule that repayment of loans of any term can be 
demanded on four weeks' notice, a facility which is also given 
to the creditors of the society, but this safeguard is not used 
in practice except in cases of deterioration, or of misapplication 
of the loan, or of serious diminution of the solvency of the 

borrower from his own extravagance. * 

These remarks bv Sir Frederick Nicholson are applicable 
if used with reference to a complete system of organi^d 
co-operative banking in a country accustomed to co-operative 
institutions; they are not, under existing circumstances, 

applicable to any part of India. 

2 . The liability of the Union is limited to the enforcement 
of the guarantees furnished under these by-laws by the societies 
which are its members. 

The Union is registered as a co-operative society vnth 
limited liability. The borrowings of the societies which are its 
members are under its own control, and, therefore, it ^nnot 
be urged that liabilities overlap. Moreover, as we shall see, 
the liabilit; pledged by each society is quite definite. 

3 . The objects of the Union are '— 

(i) To develop Co-operative Credit Societies to the utmost 
of Us power within the a rea of its operations. __ 

■ ’’ ”” * Niclu>l>oa, Vol. 1. r 
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(it) To finance Co-operative Credit Societies situated 
within the area of its operations and affiliated to it, 
by borrowing from the - Central Bank. 

{Hi) To provide a means of guaranteeing the credit of each 
Co-operative Credit Society affiliated to it. The 
Unibnl shall purchase at least one share in the 

- Central Bank. The share or shares 

shall be paid for by affiliated societies from their 
profits in such manner and at such time as the 
Registrar may direct. 

(iv) To control such affiUalcd societies by careful and 
regular inspection. 

(v) To settle all matters of common interest, to advise and 
assist its affiliated societies, and to further their 
interest in every way. 

(i) It must be noted that the Union is expected to be a 
propagandist agency. This is a most important feature ; but 
of course, the man who is going to teach must himself learn. 

(ii) The Union does not handle cash (by-law 25); it makes 
no profits (by-law 24) ; it is, as a financing agency, merely a 
link between the primary societies and the Central Bank. 
Primary societies handle cash; their members fetch their own 
money from, and make their own repayments into, the Central 
Bank. Over the doings of the societies the Union keeps a 
watchful eye, and can, if necessary', seek for and obtain awards 
against careless or defaulting societies. 

(iii) See by-laws 21 [Hi) and 25. The Union being a member 
of the Central Bank must submit all disputes between itself 
and the Central Bank to the Registrar for decision. 

(iv) Decentralisation of detailed control from the Central 
Bank to the Union is, of course, the object in view. 

(v) The disciplinary control to be exercised by the Union 
is to be just and strict, but paternal and for the benefit of the 
societies. It is for the Central Bank to see that within its 
sphere of activity teaching is complete and thorough and 
frequently given, and that both Unions and societies know 
their work and do it. 
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theory, this means bankruptcy, and that the societies could not 
succeed ; but practice contradicts theory. It is only necessary 
to point to the German Savings Banks, with 55 per cent, of 
their enormous deposits on rural and urban mortgages to 
disprove Schulze-Delitzsch's theory ; the savings banks experience 
of Austria, Italy, and the United States is equally conclusive. 
The fact is that the good credit of the societies prevents 
any lack of lenders ; it is said, indeed, that they have 
more money than they can lend, probably owing to strictness 
in lending ; that these creditors are largely members ; that 
their savings arc left for a long time untouched ; that, in fact, 
the banks find that they can place a very large proportion of 
their funds in long-term investments ; finally, that long-term 
loans arc all repayable by instalments, so that the money is 
continually coming in. It is true that the societies have 
introduced a rule that repayment of loans of any term can be 
demanded on four weeks' notice, a facility which is also given 
to the creditors of the society, but this safeguard is not used 
in practice except in cases of deterioration, or of misapplication 
of the loan, or of serious diminution of the solvency of the 

borrower from his own extravagance. * 

These remarks bv Sir Frederick Nicholson are applicable 
if used with reference to a complete system of organi^d 
co-operative banking in a country accustomed to co-operative 
institutions; they are not, under existing circumstances, 

applicable to any part of India. 

2 . The liability of the Union is limited to the enforcement 
of the guarantees furnished under these by-laws by the societies 
which are its members. 

The Union is registered as a co-operative society vnth 
limited liability. The borrowings of the societies which are its 
members are under its own control, and, therefore, it ^nnot 
be urged that liabilities overlap. Moreover, as we shall see, 
the liabilit; pledged by each society is quite definite. 

3. The objects of the Union are '— 

(i) To develop Co-operative Credit Societies to the utmost 
of Us power within the a rea of its operations. __ 

■ ’’ ”” * Niclu>l>oa, Vol. 1. r 
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credit it is unlikely that weak proposals will meet with 
acceptance. 

6. No affiliated society shall withdraw from the Union 
except after paying to the Union all sums due by it. The liability 
of a society to the Union -which has withdrawn or has been expelled 
from the Union shall, for a period of two years from the date of 
expulsion or withdrawal, be its liability to the Union on the date 
of its expulsion or withdra-wal. 

7. If an affiliated society be found guilty by the Union or 
by the Registrar of careless and bad working or of dishonest and 
unco-operative conduct, the Union General Meeting or the Registrar 
may direct that -within one month or such other time as may be 
fixed by the Registrar, it shall repay all or part of its borrowings, 
and the affiliated society shall thereupon be bound to obey such 
directions. If the working of such a society be not improved or 
if the society be guilty of disloyalty to the Union, it shall be liable 
to expulsion from the Union by resolution of the General Meeting 
and with the sanction of the Registrar, whose decision shall he 
final. 

Societies arc classed at audit as A, B, C, D, or E. While 
it is no disgrace for a comparatively new society to be in the 
C class the members are not deriving the benefits they should 
from co-operation if the society simply stagnates in that class. 
Dealing as it does with a Union as a whole, the Central Bank 
will be able to bring pressure to bear upon the Union if the 
societies enrolled as its members do not improve in co-operative 
quality. It is most necessary that the moral aspect of the 
movement should not be lost sight of. 

Rights and Liabilities of Affiliated Societies. 

8. The rights of an affiliated society are :— 

(а) Subject to the provision of by-law 21 {Hi), to obtain 

loans from the Union. 

(б) To have its borrowings guaranteed by the remaining 

societies in the Union. 

It is true that the societies obtain loans from the Union; 
but as already remarked the Union handles no cash. As Icmg 



CIRCLE UNION OF PRIHARY SOCIETIES. 19)^ 

as a society remains a member of a Circle Union it has a right 
to have its borrowings guaranteed ; refusal to give any kind 
of guarantee at all is equivalent to expulsion from the Union. 
The Union may, of course, refuse to guarantee more than a 
limited amount, in which case the borrowings of a society 
from the Central Bank will be restricted accordingly. 

9. The duties of an affiliated society are :— 

(») To administer its work in strict conformity with its 
by-laic's and with the constitution of the Union. 

{it) Carefully to carry out the inslructions of the Union. 

{in) To give all possible assistance to all persons duly 
authorised to inspect its 'working and accounts. 

{iv) To allow its books and cash balance to be inspected 
after two days’ notice by the Sirpanch and Secretary 
of any other affiliated society. 

{v) To belong to no other credit Union. 

{vi) To inform the President and Secretary of the Union 
at once of any reduction in its membership or of any 
other circumstances lessening its financial stability. 

In this by-law emphasis is placed upon the duty of the mem¬ 
bers of .primary societies with respect to the inspection by duly 
authorised jjersons of prescribed record^ and books and accounts. 
If a society does not give proper assistance to inspecting or 
auditing officers the Central Bank will warn the Union to which 
it belongs and the Union, unless it wishes to suffer as a whole, 
will deal with the society at fault. Mutual inspection by 
societies is very essential; and the President and the Secretary 
of the Union are expected to keep themselves in touch with 
th'’ general condition of the societies belonging to the Union. 

10. The liability of an affiliated society is :— 

(1) Unlimited as regards its own borrowings as a society, 
and 

(») limited as regards the guarantee which devolves on 
it by virtue of its affiliation to the Union for the 
borrowings of all other societies affiliated to the Union. 
Such guarantee consists of an undertaking to make 
good any dejkietuy resulting from the default of any 
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other society in the Union after the exhaustion 
of the unlimited liability of that other society’s 
members, to the extent of a sum equal to the guaran¬ 
teeing society’s own maximum borrowings during 
the twelve months immediately preceding the 
enforcement of the guarantee. 

Note.— Suppose a society has borrowed Rs. 1,000, another 
society Rs. 900, another society Rs. 800, and another society 
Rs. 700, and yet another society Rs. 500. This last society fails 
and the enforcement of unlimited liability upon its members 
exhausts their estates and still leaves a sum of Rs. 100 for which 
the Union is responsible to the Central Bank. This Rs. 100 will 
have to he made good by contributions levied from the other societies 
in the Union. Assuming that the sums above stated represent 
the maximum borrowings of the societies loithin the twelve months 
immediately preceding, the first society will have to pay towards 
the deficiency Rs. 29, the second Rs. 2O, the third Rs. 24, and the 
fourth Rs. 21. 

It will bo noted that the Union organization in no way 
interferes with the ultimate security afforded by the unlimited 
liability of the primary society. On the contrary, this unlimited 
liability is reinforced by the guarantee defined in by-law 10 (ii) 
above. This guarantee is expressly limited and the fact that 
it is t>qual to the guaranteeing society’s own maximum borrow¬ 
ings during the 12 months immediately preceding will act as a 
deterrent on imprudent and reckless conduct. It will be noted 
that the guarantee creates an additional resource which must 
be made use of before reserve funds can be touched. 

II. The Union General Meeting shall be responsible for 
sending two of its members, twice a year, once in the month of 

_ and once in the month of _ to 

inspect the accounts and working of all affiliated societies. These 
members shall, if possible, prepare a note for the Union showing 
the results of each inspection. 

Even if inspecting members are unable to read and write 
and cannot prepare a written inspection note, it is important 
that the visits prescribed in this by-law should be regularly 
made. In controlling the working of Unions Central Banks 



CIRCLE UNION OF PRIMARY SOCIETIES. 801 

must see that the provisions of this by-law are strictly carried 
out. Instruction in the art of inspection should be given 
to selected members of primary societies by all inspecting 
officers. 

12. The examination shall not be restricted to a mere arith~ 
metical audit of books and balance sheets. The persons inspecting 
shall see that the administration of each affiliated society is carried 
on in strict conformity with co-operative principles, with its own 
by-laws, ivith the by-laws and orders of the Union, and with the 
Co-operative Societies Act and rules made thereunder. They 
shall assure themselves that defects pointed out in previous 
inspections and aiuiit notes have been remedied. They shall gauge the 
stability of each affiliated society and form definite conclusions 
as to whether the members have improved their standing owing to 
the existence of the society. 

Organization and Management. 

13. The Union shall be managed by its General Meeting. 

14. Each affiliated society shall, at General Meetings, be 
represented by two members of its Committee ; but societies having 
more than twenty members shall have the right to send one 
representative for each additional lo members. Other members of 
affiliated societies may attend General Meetings but only to listen 
and advise their representatives. 

15. The members of the General Meeting shall have one 
vote each. The opinion of the majority shall prevail and, in case 
of an equality of votes, the motion shall be held to be lost. 

16. General Meetings of the Union shall be held at least 

tu'ice a year in _ and _ and 

at '>ther times when summoned by the President or Secretary of the 
Union. 

17. Notice of the time, date, atid place of General Meeting 
shall be given seven clear days before the meeting by the Secretary 
of the Union. If it is proposed to modify the by-laws, fifteen 
clear days’ notice shall be given. 

18. General Meetings shall be held at the headquarters of' 
the Union, or at the headquarters of such affiliated society as the 
President and Secretary of the Union may consider convenient. 
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19. At least iwo-thirds of the societies in the Union must be 
fully represented (vide by-law 14) in order to form a quorum 
for a General Meeting; hut before a society is recommended for 
registration the application of the society must be considered and 
approved by the representatives of at least four-fifths of the societies 
affiliated to the Union. 

20. The supreme authority in all matters relating to the 
Union’s internal administration shall be the General Meeting. 

21. The duties of the General Meeting shall be :— 

{i) To recommend to the Central Bank any enactment, 
amendment, or repeal of any of the by-laws of the 
Union. The Central Bank shall forward the recom¬ 
mendation to the Registrar together with its own 
recommendation thereon, if any. 

()■/) To deal with complaints of affiliated .societies against 
the Union or the Central Bank. 

{Hi) To consider proposals submitted by affiliated societies, 
assess their credits, and pass the lists of individual 
credits. These lists of credits shall be submitted 
to the Central Bank ivith the Union’s certificate 
of guarantee endorsed upon each list, thus : ” Passed 

for Rs .. . The Central Bank may pay 

this sum to the ---- ..Society, 

registered No -” The Secretary of the 

Union shall sign this certificate. 

(iv) To raise funds for financing affiliated societies by 

borrowing money from the _ T f.nJ.ral 

Bank. Deposits shall not be accepted and loans 

shall be taken only from the _ 

Central Bank, 

{v) To consider applications for loans and grant them 
or reject them, when the amount of loan applied for 
exceeds the maximum limit of credit already fixed 
by the Union according to rule 21 (»n) above. 

{vi) To consider cases of overdue loans fand pass orders 
thereon making such [arrangements as may be 
necessary to provide against loss. < 
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{vii) To admit registered societies to the Union, 

(viit) To elect {yearly between _ and _) 

a President and a Secretary of the Union from 
amongst the representatives of the affiliated societies, 
{ix) To deal with the Inspection Reports on the affiliated 
societies. 

(x) Generally to conduct the business of the Union and to do 
all things necessary to that end. 

By-law 21 (it) above contemplates tlie making of complaints 
by affiliated societies. It is most important that every society 
should have the opportunity of making the wants of its 
members known to the controlling autliority. Such complaints 
will, of course, not concern matters which arc entirely within 
the jurisdiction of societies or of Unions, but they will arise 
should societies fmd it difficult to secure proper service from 
the Central Bank, or if the Society Moharrirs do not do their 
work properh^ or if the Central Bank servants display 
oppressive tendencies. 

By-law 21 (Hi) above contemplates the grant of cash 
credits to societies by the Union. 

By-law 21 (iv) binds the Union to deal only with the Central 
Bank. 

By-law 21 (vi) emphasizes the resjjonsibility of the Union 
for the punctual repayment of money to the Central Bank. 

By-law 21 (ix) mentions the Inspection Reports, written 
or verbal, submitted under by-laws ii and i2 above. The 
Central Bank must do everything in its power to make control 
by Unions a reality ; this control must on no account be allowed 
to degenerate into a formal sJiam. 

22. The resolutions of the General Meetings shaU be recorded 
in a Minute Book. 

23. When the amount of credit to be allowed or an application 
for a loan to le advanced to an affiliated society is under 
discussion at a General Meeting, the representatives of that society 
shall, after being heard together with any other members of that 
society present, withdraw and shaU not vote on the question mtder 
discussion. 
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24. The rate of interest to he charged hy the Union on its 
loans to affiliated societies shall he the same as that which the Union 
pays to the Central Bank. 

25. The Union shall not handle cash. All drawings on 
the Central Bank shall he made hy printed and engraved vouchers 
signed hy the Secretary of the affiliated society concerned and framed 
as pro-notes in favour of the Central Bank. These vouchers 
shall he sent to the Union Secretary hy the Central Bank. The 
Union Secretary shall distribute the vouchers to the Sirpanches 
vr Secretaries of the Societies which are the members of the Union 
and shall, before distributing them, endorse each voucher on the 

back thus :—" Pay to the ___ Society,” and 

shall sign the endorsement. The borrowing affiliated society shall 
itself arrange for the encashment of vouchers at the office of the 
Central Bank and shall arrange for the distribution of the proceeds 
amongst the members of the society. Every society is, however, 
at liberty to distribute the vouchers for loans to its individual 
members for encashment hy them personally at the office of the Central 
Bank. A duly authorised representative of a Society may take 
his own vouchers and the vouchers of other members to the Central 
Bank office for encashment; but whenever money is drawn from 
the Central Bank office hy one member on behalf of other members 
he must produce m the Central Bank office a copy of the resolution 
passed by the society authorising him to draw money 'on behalf 
of the other members. Any affiliated society or any of its members 
desiring to make any payment shall take the money and the pass 
book of the society or the pass hook of the individual member, 
as the case may be, to the Central Bank ivhich will receive payment 
from the society or from any individual member of the society 
on behalf of the Union. Every quarter or oftener, if necessary, 
the Society Moharrirs shall prepare for themselves from the books 
of the Central Bank an abstract of entries from the Union ledger 
accounts, and from these abstracts the accounts of the Union 
shall be prepared. 

It will be remarked that the formal guarantee given by the 
Union under by-law 21 (m) is again repeated by endorsement 
on the vouchers which are distributed through the Union to 
the Siipanches ^nd Secretaries of the Primary Societies for 
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distribution, in turn, to the individual members. A voucher 
is equivalent to a cash order upon the Central Bank. Members 
need not draw their money before they actually require it, 
nor need they delay making repayment until the due 
date. If they have cash in hand they can pay it in at once to 
the Central Bank and thus stop interest running on their 
loan. 

26. The Union Secretary may be paid from the funds of 
the Central Provinces Federation such reward for good work as 
may be fixed by the General Meeting and approved of by the 
Governor. 

The principle adopted is that of payment by results. It 
may be found i)ossible to entrust the task of writing up the 
accounts of the primary societies also to the Union Secretary. 
But any proposal to move in this direction would require the 
most careful consideration with reference to the particular 
facts involved. 

27. Other members of the Union General Meeting shall 
work gratuitously. 

28. It shall be the duty of the Secretaiy : — 

(i) To call General Meetings when necessary, and, in any 

case, twice a year in _ and __ 

(ii) To obtain from the specially deputed members notes 
on the accounts and working <f each society before 

the General Meeting in ... ^. and _ 

and to enquire into the stability and methods of 
working of such societies. 

{Hi) To see that loans, interest, and all other dues are 
punctually paid by the societies and to report cases 
of default to the General Meeting. 

{iv) To report the results of inspection and enquiries to the 
General Meetings. 

(r) To see that orders passed upon inspection notes of 
affiliated societies are carried out. 

{vi) To keep the accounts of the Union and submit them 
to the General Meetings of -^- and 


cs 
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(vii) To sign all documents, deeds, instruments, etc., and to 
endorse vouchers from affiliated societies in favour 
of the Central Bank on behalf of the Union. 

(viii) Actively to propagate co-operation. 

{ix) Generally to carry on the administration of the Union 
in all its branches. 

[x) To record the resolutions of the General Meetings in a 
minute book. 

(xi) To furnish the Central Bank, from time to time, with 
such information as may be required. 

29. It shall be the duty of the President to see that the 'work 
of the Union is carried on efficiently and in strict accordance with 
these by-laws. 

30. In respect of all matters duly resolved by the General 
Meeting, the President and two members of the Union General 
Meeting shall have power to sign for the General Meeting and their 
signatures shall bind the Union. 

31. A copy of all resolutinns passed by the General Meetings 
shall be sent to the Central Bank. 

32. The Union shall maintain such hooks, registers and 
forms as may, from time to time, he prescribed by the Registrar. 

33. A balance sheet and any other returns required by the 
Registrar must be made out yearly in July and presented to the 
July General Meeting and to the Registrar. 

34. Disputes shall ordinarily be settled by the General 
Meeting. If the General Meeting cannot settte a dispute, it shall 
refer it to the Registrar, through the Central Bank, whose decision 
shall be final and binding on both parties. 

35. The books of the Union and copies of the Act, the rules 
made by Local Administration thereunder, and the by-laws of the 
Union shall be kept open to inspection by its members or by the 
Central Bank or by any person duly authorised by the Registrar 
free of charge, at all reasonable hours at the registered address of 
the society. 

36. These by-laws are supplementary to the provisions of 
the Co-operative Societies Act II of 1912 and rules thereunder 
and the Union will be guided by the Act, rules and by-laws read 
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FORM A. 

Declaration to be signed by a Co-operative Credit 
Society upon Affiliation to the Union of 
Co-operative Credit Societies. 

We, the undersigned Chairman and two Committee members 

of the_-Co-operative Credit Society being 

authorised so to do by resolution of the General Meeting of our 
society, hereby, on behalf of the said society, agree to accept 
all the rights, duties, and liabilities prescribed by the by-laws 

of the-Union of Co-operative Credit 

Societies and to abide by its by-laws as a condition of our 
society being admitted into the said Union as an affiliated 
society. 

I • Sirpancli. 

2. Secretary. 


CHAPTER IV. 

The Co-operative Central Bank. 

A Co-operative Central Bank is not merely a link in the 
financial chain which connects rhe primary society with the open 
money market, but it is an institution intended to spread 
and foster co-operative knowledge and practice. At the outset 
of its career, as we have already noted, co-operative control 
is not a feature ot the working of a Central Bank. But as the 
knowledge of co-operation spieads in the particular tract 
allotted to the Central Bank, societies are gradually admitted 
to membership and are granted represc.ntation at the Bank’s 
General Meetings. Perhaps, at first, representative members 
of societies are not included amongst the Directors of the Bank. 
But as co-operative education proceeds and as it becomes 
possible to form societies into Unions, such representation 
must be arranged lor. The zealous individual shareholders 
who were the missionaries of co-operation in the area served 
by the ^ank, should make it their object to gradually change 
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the part assigned to them from that of tutors and mentors 
to that of leaders in the movement towards true co-operation. 

It is most important that the area assigned to the Ranlf 
should not be too large; for this would tend towards looseness 
of supervision and of control. On the other hand, there must 
be scope for business adequate enough to provide the Central 
Bank with the necessary income from which to pay its staff 
and a reasonable dividend upon its shares. As regards dividend 
it must be remembered that the co-operative principle is as 
follows: After paying a reasonable return to capital, for its 
use, all profits arc to be utilised for the benefit of custom, that 
is to say, in this case, to promote the stability and welfare of the 
Central Bank itself and of the primary societies the welfare 
of which is centred in the Bank. 

A good Co-operative Bank will place the general education of 
its socnoties and the improvement of agriculture in the fore¬ 
front of its programme. This must be done if there is to be 
any real vitality in the co-operative movement. The greatest 
care must be taken, however, to avoid making the societies the 
subject of experimental measures. Thus, it is for a Central 
Bank to see that no effort is made to push the .sale either of 
seed or of implements for which there is no real demand on the 
part of the members of the societies. If, however, the Central 
Bank is really in a position to help its societies to procure, 
through its agency, seed and implements for which there is a 
genuine demand, then it is the clear duty of the Central Bank 
to give its whole-hearted assistance in the matter. Care 
must be taken to avoid embarking upon any speculative enter¬ 
prise, for funds supplied by shareholders and others for banking 
purposes only cannot, with honesty, be employed in business 
which is not legitimate banking. It would be wrong, for 
instance, for a Central Bank to purchase with money received 
from depositors a large number of agricultural implements on 
the chance of being able to sell them to the members of societies. 
It would be equally \vrong for the Central Bank to stock a supply 
of seed in anticipation of a possible demand. But it is perfectly 
legitimate that the Central Bank should, acting on behalf of 
its societies, become a base for the concentration of purchase 
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and the distribution of supplies. In the Central Pro'vinces 
a number of banks hold stocks of agricultural implements. 
These implements do not belong to the banks at all ; they are 
the property of a private firm and arc held by the banks at the 
risk and at the cost of that firm. The implements are of 
patterns approved for particular localities by the Department 
of Agriculture, they are sold at the lowest possible prices and 
Central Banks secure no profit from sales ; on the other hand, 
the Central Banks incur no financial risk whatsoever. 

As regards the supply of seed, societies give orders to their 
Central Bank and the latter acting as an agent on behalf of 
its societies buys witli their money the necessary quantity 
of seed. The society gives the Central Bank an order to buy, 
and when the purchase is effected it is the society’s money 
which is used and not the Central Bank’s, the transaction 
being based on the unlimited liability of the society and not 
upon the limited liability of the Central Bank. 

The degree of success attained by primary societies and by 
Central Banks in attracting local deposits is, in many respects, 
a test of their stability. If a co-operative society is not trusted 
by those who live close to it (so .some argue), there must be 
some good reason for the fact, and the Central Bank should 
not grant credit. Under existing conaitions, however, this 
argument does not carry much weight, although a protracted 
failure to obtain local deposits would, undoubtedly, indicate 
a lack of genuine vitality. In the first place, what docs the 
vast population of India do with its money ? If we believe 
everything that is told us, we may reply, “ There is no idle money 
in India.” But the amount of metallic money in circulation 
in India is known with accuracy ; and the imports of the precious 
metals are also known quantities. A veiy simple sum in arith¬ 
metic will convince the most incredulous that a vast amount 
of gold and silver has entered India, has never come into 
circulation, and i.'^ still somewhere in the country. In early 
times, gold and silver were regarded as an end, not a means ; 
as treasure, not money. They were distributed not by trade, 
but by war. One of the peculiar circumstances which affected 
the relations of society to the precious metals in ancient times 
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was that these relations did not conform to modern economic 
principles. Metallic money was to be found in commercial 
centres, but the stock was very scanty and very slightly diffused 
in agricultural communities and among the masses. Pliny, 
the historian, who died in the year 79 A.D. complained that 
India drew from the Roman Empire not less than 5,000,000 
sesterces of gold (about £625,000 sterling) every year. The 
flow of the precious metals towards India was the frequent 
theme of eighteenth century economists.* The excess of 
imports of gold into British India from 1836 to 1904 was 
£180,000,000, and for the twenty years 1884 to 1904 was in 
excess by £5,000,000 per ycar.f More recently India has 
absorbed (in different years) enormous quantities of gold, 
the amount in one year being one-fifth of the world’s output. 
The exports of silver to India have been even larger than the 
exports of gold, and amounted from 1836 to March 31st, 1904, 
to approximately £500,000.000 sterling.^ Granted, therefore, 
that the precious metals are in India, and in great quantities, 
the student of economic history—and the first chapters of this 
book are intended to help him to obtain a true perspective 
and to focus his reasoning—will not be surprised to find that the 
habit of hoarding, whether in the shape of money, bullion 
{e.g., gold bars), or ornaments, is one to which the people still 
cling. In particular, after considering the history of this 
Province, he might expect to find that some districts contain 
large supplies of potential deposit money, while others do not. 

Now the Central Bank is a balancing centre’ as well as a 
financing link. The encouragement of thrift is one of its chief 
objects, and a countiy suffering from hoarding is a country 
economically diseased. If the co-operative banking system 
is to be really beneficial it must aim, not merely at the supply 
of borrowed money but at the creation of local capital ; the 
putting, in fact, of idle funds to productive uses in order that 
local wealth may increase. At first, perhaps, deposits will not 
come in at all. This was the case in the Central Provinces 

• “ BimclalUsm 10 Europe,” p. 140. 

t Conant. ** The Principles of Money and Banking, ’* pp. 98. 99. . 

I Report of the Director of the Mint, for 190304. p. 244. 
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and Berar ; and as societies could not be started without funds 
it was necessary to start building from the Central Bank down 
to the primary society, tlien up from the Central Bank to the 
Provincial Bank and Provincial Federation, and, lastly, up 
from the primary society to the Circle Union. The experience 
of co-operative workers in Hungary may usefully be compared.* 
In that country, in 1886, the County Council of Pest-Pilis- 
Solt-Kis-Kun decided to form a parent society, on much the 
same lines followed by our pioneer central banks. The initial 
capital was subscribed, for the most part, by landowners. Here 
was money to begin with ; and, as tlie County Council had 
taken up the matter, ])ub!ic servants considered it their duty 
to promote the undertaking with tlieir influence, and bestirred 
themselves actively in its behalf. " The plan of organization 
pursued. ” writes Count Mailath, " was what is called beginning 
at the top. The County Society at once set to work forming 
affiliated local societies in the several districts. It managed 
to (A’ercome t)bstacles not only of organization but of indifference 
and doubt, and within a few years the coimty found itself 
studded with local societies, and the County Society extended 
its operations ov(>r the whole available area.” Such was the 
beginning ol the enormous business now transacted by 
co-operative institutions in Hungary. At what particular point 
co-operative organization must commence depends upon the 
environment to be? dealt with. If, from the outset, the primary 
societies can themselves obtain enough money to work with, 
it is possible to build from the bottom up to the Central Bank. 
The method suited to one Province (being, perhaps, the only 
posf^iblc method) may be unsuited to another. One thing, 
huwev(!r, is certain that genuinely co-operalive organizers 
will reach the same objectiv'es even tiiough by different routes, 
and that, all over the wond, we find co-operative systems 
bearing the closest family resemblance to each other once they 
have grown up 

It is a mistake to suppose that there is no scope for a thrift 
society in a ric h village, or for a Central Bank in a monied 

• Proceedingb of thr Sixth InternatUMial Co-Oj)erati\’c Congress, Budapest, 1004* 

'i 



312 CENTRAL PROVINCES SYSTEM. 

district. The circle of co-operative banking must naturally 
include lenders as well as borrowers ; but as long as local people 
will not lend for their own benefit and that of their own Province, 
outside capital will have to be obtained, and the loss caused 
is a loss to the people of the Province. In the Central Provinces 
and Berar that is a lesson which has yet to be learned. Bor¬ 
rowers we can find in plenty ; lenders (or depositors) are scarce, 
though not so scarce as they were only five years ago. In 
that period our deposits have increased from Rs. 2 lakhs to 
Rs. 26 laklis. 

The audit of primary societies cannot lie conducted by 
Central Banks for the simple reason that tlie business of the 
societies is inseparable from that of the Central Banks. An 
Auditor, if he is to possess the confidence of the public, must 
be absolutely impartial and altogether above suspicion ; he 
must not depend for his emoluments and promotion on the good 
will of the institutions which he has to audit. All first class 
commercial banks, business firms and joint stock companies, 
are forced by public opinion if not in every case by law to 
subject their accounts to the scrutiny of an independent profes¬ 
sional Auditor. Thus, though the audit of a co-operative 
society includes its thorough inspection there must be in 
addition regular .supervision and inspection by the organization 
responsible for the executive control. Central Banks, 
therefore, must look upon the inspection, supervision and guidance 
of the primary' societies under them as duties which are indis¬ 
pensable to efficiency and safety. A public report by Mr. B. A. 
Collins, Registrar of Co-operative Societies, Bihar and Orissa, 
contains some illuminating comments on the working of societies 
which I quote below, because I am sure that they will indicate 
to non-official workers why the local inspection of primary 
societies is so essential. Not long ago, many of our Directors 
professed to be unable to understand why inspection should be 
one of the duties of Central Banks. 

" After two years of office, it will be useful if I sum up my 
experience of our village societies and make some suggestions 
for their improvement. If I seem to dwell more on their defects 
than their merits, it must not be thought that I am pessimistic. 



CO-OPERATIVE CENTRAL BANK. 818 

but rather that I have no space to enthuse over the. widow 
who sells her ornaments and deposits the money in her society 
or the benevolent punch whose first thought is the good of his 
fellow-villagers. There are many instances of thrift and public 
spirit, many societies which bring a glow to the heart of the 
believer, and in far tlie greater number of grounds for hope 
and even for confidence. But there are many faults also- 
and it is to the eradication of these that the attention of the 
Registrar is rather directed. On the whole, the condition 
of the average society is very much wliat it might, m the 
circumstances, be ex]m'.ted to be. Understand that the 
determining factor is the illiteracy and ignorance of the raiyats. 
In most societies those who can read and write can be counted 
on the fingers of one hand and usually it is very difficult to 
find one man who is really competent to keep the books. In 
spite of constant c.xplanations the prevailing idea is that the 
whole business is a kind of takavi managed by Government 
and the punches often represent themselves to be the agents 
of Government. In the beginning, too, I do not think that some 
of our organizers took much trouble to clear away this 
misapprehension under the idea that the members would pay 
up promptly and so learn regular habits. The present situation 
is that the average member either cannot, becau.se of his 
illiteracy, or else thinks it none of his business to control the 
committee, and at any rate dare not offend the prominent men 
of the commimity in whose hands the bestowal and recovery 
of loans appears to lie. The punches, as a rule, have net been 
slow to take advantage of tlic situation, and a common feature 
is the accumulation of a large j^roportion of the working capital 
in the hands of a few men, oven beyond their real assets. Then 
the punches cither cannot or will not pay up their large kists 
So either lose authority to collect oi else purposely allow the 
rest to fall info arrears so as to make it appear that owing 
to bad .seasons no one can afford to pay. In this way a number 
of societies have come and are coming to stagnation and ruin. 
To this result injudicious management or lack of supervision 
on the part of Central Banks and organizers only too often 
contributes. In the old days socieiies were frequently started 
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without proper local inquiry, the members were not properly 
instructed in the principles of co-operation and either too many 
men were taken in at first or else the membership was allowed 
to increase so rapidly that, c\'en if the original applicants 
understood anything, they were sw'ampcd by a number of loan- 
grabbers who never learnt anything about the society at all. 
The societies ha\’e cither been left too much alone or inspected 
by clerks whose one idea was to sign tlie books and get away, 
or else to make money. General meetings were either not held 
or else rushed through in a perfunctory manner with a bare 
quorum and without the despatch of the business prescribed 
in the by-laws. The pancha, themselves seldom read their 
by-laws or even knew of their existence. The financing of 
societies was also one of the causes of failure. Money was 
freely given out to the panches, who often kept in their ovm 
hands loans destined for other.s and even when societies failed 
to pay their dues without proper excuse, fresh loans were granted 
again, and jicrhaps again, under the idea that the societies 
were dependent on the Central Bank or that if they did not 
receive advances they would liave recourse to niahajans, and 
this was accounted a disaster. Gften, too, the members paid 
their kisls by bornnving temporarily at high rates from mahajans, 
.sometimes e\'en from the sahu treasurer of the Central Bank 
through whom all payments were made and received. Another 
common trick was to show all loans due from members as 
collected, whereas only sufficient money was raised to pay the 
Central Bank’s demand and on a new advance being received, 
the amount actually given to each member was increased in 
the books so as to square the accounts. Many of these devices 
sprang from the uneducated Kayastha inspecting clerks who 
wished to get credit for good work or from patwaris employed 
to keep the books. I only now paint this futurist picture, 
in which views of various societies are combined in one elaborate 
and highly coloured canvas, partly because we are already 
well on the road to reform, and partly because none of the 
defects have j'et endangered our financial stability. And it is 
as well to say that many faults have been and are being removed 
and all of them will give waj' to time and treatment. 
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To interest some and instruct others I tabulate below 
very briefly the measures that have been or are being 
undertaken :— 

(1) Careful organization. —No society is now registered 
imtil a local inquiry has been made by a responsible person, 
usually a director or the Central Bank manager, who has to certify 
that the statement of the assets and liabilities of the members 
is correct and that all the applicants understand the " Twelve 
Main Points of Co-operation.” Good organization is half the 
battle and a society properly started and thereafter inspected 
rare!}- gi\-es trouble provided it is not allowed to expand too 
fast.* 

(2) Inspection and instruction. -The iinjjrovement of the 
inspecting .staft’ has been discussed elsewhere in this and last 
)’ear’s report and the measures taken are already beginning 
to bear good fruit. The appointment of good managers, who 
will be more reliable and wield greater authority, is in progress* 
For the belter inculcation of co-operative knowledge the 
” Twelve Main Points ” ha\’C been drawn up, translated and 
circulated. For illiterate persons the best medium of teaching 
is \erse, and i ha\'e already' .se<;n se\'eral good n.'iiderings from 
which I hope much. 

(3) General meetings. —A c:ircular has already been issued 
)>ointing out the great importance of the annual general meeting, 
and that il it is to have any value in most societies the presence 
of a director, supervisor or some other responsible person is 
essential. \\"ithoul such lielj), the illiterate members cannot 
control the Panchayat and the meeting may well be a farce. 
Tlie audit note and tlie annual accounts should be explained 
and the limit to the amount which (?ach member may borrow 
carefully fixed. A general limit fo'' all membtirs such as is 
commonlj^ laid dowTi is. quiti, useless. The attendance of every 
member should be insisted on and those absent without proper 
cause should gc! no loans during the e <suing year. 


* Fifteen or six' ‘n is about the right miinbcr to .start, ^ith and in each succesBtve 
year not more than eight or ten new members should elected. When a society reacbM 
50 . it should be split up into two li possible K Kijeties with over 50 members ver>’ rarely, 
if ever, work properly* 
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(4) Business-like financing .—Central Banks must remove 
financing altogether from the sentimental plane and put it 
on a strictly business footing. Societies which are well managed 
and whose members pay their kists and take proper interest 
.should be given loans, while bad societies should be refused 
money or have their ad\'anccs much restricted. If societies 
whose members do not pay and will not loam their by-laws 
and the “ Twelve Main Points ” get advances just like the rest, 
it has the worst effect on the whole area. It is high time that 
the llaisiyat Registers of each society were completed and with 
the assistance of these, the audit reports, the loan registers, 
and the proceedings of the annual general meetings in which 
the limit has been fi.ved for each member, the Central Bank 
should be able to finance any society with ease and j)rompti- 
tude. 

(5) Liquidation, expulsion, etc. —Those .societies, which on 
account of their bad ways are refu.sed loans and still do not 
improve, must be recommended for liquidation. Hitherto 
the tendency has been to a\'oid extrc'me measures as being harsh 
and likely to give the movement a bad name. E.vpcrieuce 
shows this to be wrong. The maintenance and financing of 
bad societies has a bad effect on the rest, wastes the time of 
the directors and the staff and does more harm in the eyes 
of the public than clo.sing them. The e.xpulsion of one or two 
bad members often has the desired result, but it is not always 
ea.sy. 

(6) Miscellaneous .cannot spare space to discuss other 
means of reform in detail. The formation of guarantee unions, 
such as are in existence in Burma, Bengal and Madras, under 
our Central Banks appears to me likely to have good results, 
but it is now six or eight months since I issued a circular on the 
subject and nothing has been done. It is e.ssential, too, that 
Central Banks should deal properly with audit notes, and I 
have in contemplation to introduce a system of reminders 
in connection with societies classed as " D ” and “ E,’ 
to make sure that all proper steps are taken. Something 
might be done to improve matters too by the establishment of 
a second kisi in areas which grow both rice and rabi. Lastly, 
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little or nothing has been done to encourage voluntary deposits 
and my suggestions on this subject as on so many^^others repose 
on the dusty shelves of the offices of Central Banks and have not 
even been seen by many directors.” 


STANDARD BY-LAWS FOR A CENTRAL BANK. 

Name and Address. 

1. This Society shall be called the ____ 

Central Bank, Limited. Its registered office is at _ _ 

and its by-laws arc subject to the provisions oj Act II of 1912 
and the rules made by the Local Administration thereunder. 


Share Capital. 


2. The authorised capital of the Dank shall consist of _ 

shares of Rs __ each. This capital may be exceeded 

by the issue of any number of additional shares of Rs. 10 each 
to registered Co-operative Societies that become members of the 
Dank and of any number of shares of Rs. 5 each to individual 
members of such societies, but any other increase of the share 
capital is forbidden except when it is approved by the members 
of the Bank at a General Meeting and duly sanctioned by the 
Registrar. 

Sections 20 and 21 of the Co-operative Societies Act run 
as follows :— 


20. A registered society shall have a charge upon the share or interest 
and set off "i Capital and on the deposits of a nicmber or 


Charge 
respect ol shares or inter 
est of member. 


])ast mf mixir and upon any dividend, lionus or profits 
payable 10 a member or past member in respect of 
anv debt due trom such memixir m past member to the society, and ntay 
s^t oft any sum credited or payable to a member 01 past mentlxir in or 
towards payment of any such debt. 

21. Subject to the p.ovision of section 20, the share or interest of a 
member in the capital of a registered society shall 
^habU aitachmci't°^ liable to attachment or sale under any decree 

or order of a Court ol J ustice in respect ol any debt or 
liability incurred by such naenaber, and neither the Official Assignee under the 
Presidency-towns Insolvency Act, 1909, nor a Receiver under the Provincial 
Insolvency Act, 1907, shall be entitled to or have any claim on such share or 
interest. 
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Restriction on Investment of Capital. 

3. The capital of the Bank is to be employed solely in the 
grant of loans to co-operative societies ichich are registered under 
Act X of 1904 or Act II of 1912, are situated within the 

i&ici undertake to become members of the Bank. The 

Bank shall not finance any registered co-operative society unless it 
{a) has purchased at least one share in the Bank, and {b) has cither 
obtained admission to a registered Co-operative Circtc Union or 
undertaken to secure admission to such a Union at the earliest 
possible opportunity. 

It may be noted that a society is not to be linanced until 
it has imrchased at least one share in the (Central Bank. This 
makes the society a member of the Bank and all disputes or 
differences between members of registered societies must, 
by law, be referred to the Registrar for his decision. 

The Circle Union is indicated as the ultimate objective, 
as far as the local control of individual societies is concerned, 
S(X;ieties outside Union organization are merely in the preliminary 
stages of their education. 

Restrictions on Shake Interest. 

4. No shareholder other than a registered society shall hold 
[a) more than one-fifth of the share capital of the Bank, {b) shares 
in the Bank of the total face value of more than Rs. 5,000. 

The limit imposed by section 5 of the Co-operative Societies 
Act upon the share holdings of individual members is Rs. 1,000. 
In exercise of the powers vested in the Local Administration 
by section 4b of the Act this limit has been raised to Rs. 5,000. 

Liability of Shareholders. 

5. The liability of every shareholder shall he limited to the 
face value of his shares. 

Transfer of Shares. 

6. No shares shall be transferred by sale, gift, mortgage or 
otherwise except to the Bank or subject to the provisions of by-law 
4 <0 a member of the Bank. 
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Admission to membership of a co-operative institution 
is by election ; and it is necessary to prevent shares falling into 
the hands of hostile or undesirable persons. 

Value of a Member’s Interest. 

7. The value of a member’s interest shall be the face value 
of the shares held by him together u ith the amount of any deposit 
made with or loans advanced to the Bank by him, and any interest 
due on such deposits or loans minus any sum due from him to the 
Bank. 


Payment of a Deceased Member’s Interest. 

8. On the death of a member any sum due and payable 
by the Bank to his estate shall be paid within three months. 

Constitution of the Board of Directors. 

(j. The affairs of the Bank shall be managed by a Board of 
Directors constituted as follotvs :— 

(i) Such individual shareholders as are not members of 
any affiliated society shall elect from their own num¬ 
ber one Director for each complete Rs. 2,000 of 
paid up share capital held by them. These Directors 
shall hold office for one year and shall be eligible 
for re-election. The gualifi,ution for such Directors 
shall he shares in the Bank of the face value of 
Rs. 250. 

(if) The President and Secretary of every Registered Circle 
Union of Co-operative Societies which is a member 
of the Bank sliull be ex-officio Directors of the 
Central Bank, biii no Circle Union shall be entitled 
to more than one vote. 

(Hi) The Co-operative Societies .Jiicn are members of the 
Bank but are not for the time being enrolled in mem¬ 
bership of a Circle Union shall have the right to 
elect one Director from amongst their own members 
to represent them for every Rs. 2,000 or part of 
Rs. 2,000 share interest held by them and by their 
. members in the Bank. 
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This bj'-law shows very clearly the successive stages 
through which the Central Bank, originally composed entirely, 
of individual members, is now passing. It is important to deal 
equitably with every class of shareholder ; the founders of the 
Bank must not be pushed roughly on one side simply because the 
societies are gaining in strength, and societies which arc no^ 
sufficienllN' advanced for Union membership cannot be left out 
in tlie cold. It is obvious, however, that in the distant end the 
real Directors of the Bank will be the Presidents and Secretaries 
ol til!' Circle Unions. 

10. (/) In the event of a Director appointed under by-law 
() (;) aliove, dying or retiring during his term of office, the remain¬ 
ing Directors of the same class shall appoint another duly qualified 
ineinber to take his place on the Board for the remainder of the term. 

(ii) In the event of a Director appointed under hy-la'w g (ii) 
above, dying or retiring during his term of office, the person 
appointed by his Circle Union lo be his successor in office shall 
ipso facto succeed him as a Direclor of the Ccnlral Bank. 

(Hi) In the cvcnl of a Director appoinlcd under by-laio g {in) 
above, dying or retiring during his term of office, the societies which 
he represented shall proceed to elect another Director to succeed him. 

11. No person who resides outside the area of the Bank’s 
operations can be a Director of the Bank except with the special 
sanction of the Registrar. The Deputy Commissioner of the 

_ District and the .Sub-Divisional Officer in 

charge of the . . .. .^/Tahsil or any offiicer nominated by the 

Dcptdy Commissioner to take the place of the Sub-Divisional 
Officer, shall be entitled to sit and vote at all meetings of the Board 
of Directors and shall also be entitled to sit and vote at a General 
Meeting of the members of the Bank. 

It must be remarked that the Government officers men¬ 
tioned in this by-law are not ex-officio Directors of the Central 
Banks, and on this point there seems to be a general misunder¬ 
standing. 

12. The Board of Directors shall meet as often as may be 
necessary and, in ar^y case, at intervals of not more than 6 months. 

A special meeting of the Directors shall be held if one-fifth of their 
number require it in writing. 



13- The Chairman of the Board of Directors shall be elected 
at the Annual General Meeting. When the Chairman so elected 
is not present at a meeting of the Board, the Directors present 
shall elect one of their number to preside at the meeting. Txeo- 
fifths of the members of the Board of Directors as constituted in 
by-law 9 shall form a quorum. 

14. For adjourned meetings no quorum shall he necessary^ 

15. Any motion on which there is equality of votes shall be 
held to be lost. 

Powers and Duties of the Board of Directors. 

16 • The Board of Directors shall have the following powers 
and duties :— 

(1) To appoint a Working Committee of not less than 5 

Directors. 

(2) To appoint from the members of the Bank local com¬ 

mittees where necessary and to issue instructions 
for their guidance from time to time. Any official 
may be appointed as a member of a local committee 
with the sanction of the Registrar. 

(3) To appoint, dismiss, suspend or otherwise punish 

any officer paid by the Bank or to dismiss or, if 
necessary, to proceed against any officer of the Bank. 

(4) To appoint a Secretary and a Treasurer. 

(5) To accept deposits ; to negotiate loans on behalf of the 

Bank, to issue shares as provided in by-law 2, 
and to issue debentures with the previous sanction 
of the Registrar. 

( 6 ) To call in and redeem any share of the Bank with 

the previous sanction of the Registrar at its paid 
up value, or on such terms and conditions as may be 
sanctioned by the Registrar. 

(7) To call an annual general meeting in the month of 

_ and submit to it the annual 

report and balance sheet vb to the previous ^oth 
June. The balance sheet shall clearly distinguish 
between debts due to the Bank which are considered 
good and debts which are bad and doubtful. 

CS 31 
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By-law i6 (7) above. Particular attention is invited to the 
mandatory nature of the last sentence of this by-law. The 
Directors of Central Banks must deal very firmly with the 
question of bad or doubtful debts and must on no account 
make any attempt to conceal their existence. 

By-law 16 (8) above. Each Central Bank should publish 
a short and concise annual report on its work ; and this report 
should be circulated to all oilier Central B:mks and to possible 
depositors within the area of the Bank's operations. 

By-laio 16 (10) above. The assessment of credit is not a 
part of the Registrar’s duties. As already exjilained it is his 
business to fix a maximum credit limit for the purposes of disci¬ 
plinary control, more csjiecially tin- control of audit. It is 
not incumbent upon Central Banks to grant credit up to this 
maximum limit nor indeed to grant any credit at all where 
it is unsafe to do so. 

Powers and Duties of Working Committee. 

17. The iVorking coiiiinittee appouiied under by-law 16 (i) 
shall perform the following duties and have the following powers, 
provided that not less than three members shall form a quorum. 
The Chairman of the Board of Directors shall have the right to 
preside at the meetings of the -working committee. 

(1) To sanction applications for the purchase of shares 

and to grant admission to inemocrship of the Bank 
in accordance with these by-laws. 

(2) lo consider applications jor loans and to sanction 

(hem within the maximum limits fixed under by-law 
16 (10), or to reject such applications for reasons 
-which shall be recorded in the proceedings of the 
committee. An appeal shall lie against any order, 
passed by the -working committee rejecting a loan^ 
to the Board of Directors -whose decision shall be 
final. 

(3) To consider cases of overdue loans and to pass orders 

thereon making such arrangements as may be neces¬ 
sary io provide against loss. 

(4) To regulate the routine of the office. 
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(5) To suspend any officer of the Bank pending consider¬ 

ation of his case by the Board of Directors. 

(6) To supervise the accounts of the Bank. 

(7) To perform any other duties which may be entrusted 

or delegated to the working committee by the Board 
of Directors. 

By-law 17 (3) above. Tlie Directors should make a working 
rule to the effect that the affairs of every Circle Union and of 
all individual societies not affiliated to Circle Unions shall be 
passed and re'-iewed by them at least once a year. It should 
not be left to the manager to put up for the consideration of 
the Directors only such special business as he may choose. 
The control of the Directors must be real and not formal. 

18. The working committee of the Board shall meet as often 
as the business of the Bank may require, and in any case at intervals 
of not more than a month. 

Record of Proceedings. 

19. The proceedings of each meeting of the Board of Directors 
and of the teorking committee shall be recorded in the Minute 
Book bv the Secretary and signed by him and shall also be signed 
by the Chairman of the Board or of the working committee, as the 
case may be. in token of correctness. 

Duties of Secretary. 

20. The duties of the Secretary shall be :— 

(1) To summon and attend all meetings of the Board of 

Directors and of the -working committee and of the 
shareholders. 

(2) To record the proceedings of all such meetings in the 

Minute Book. 

(3) To sign on behalf of the Bank all receipts, deeds and 

instruments to which the Bank is a party, provided 
that on share certificates, besides the Secretary's 
signature, there shall be also the signature of one 
of the members of the working committee. 

(4) To conduct all correspondence on behalf of the Bank^ 
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(5) To perform any duties, including general supervision, 
which may be entrusted or delegated to him by the 
Board of Directors or by the working committee. 

The choice of a competent .Secretar)' is a difficult and 
delicate matter and upon it ver)^ much depends. If necessary, 
the Secretary may be paid. 

Rate of Interest on Loans. 

21. The rate of interest on loans made by the Bank shall be 
^ per cent, per annum. But this rate maybe changed should the 
members in their general meeting resolve to do so leith the sanction 
of the Registrar. 

Rates of Interest on Deposits. 

22. The rates of interest on deposits shall be those fixed by 
the Congress of the Central Provinces Federation of Co-operative 
Banks, Limited, and the rules governing deposits shall be those 
adopted by the Federation for the use of all Central Banks. 

Reserve Fund. 

.J3. Kot less than 25 per cent, of the net annual profits of the 
Bank shall he applied to the formation of a Reserve Fund. 

24. The Reserve Funds of the Bank and of its ajfiliated 
societies shall be invested as directed by me Registrar. 

25. Except with the sanction of the General Meeting and with 
the approval of the Registrar no amount shall he transferred from 
the Reserve Fund to meet any loss or bad debt or to be otherwise 
disposed of. 


Restriction on Dividend. 

26. The dividend paid to the shareholders shall in no year 
exceed 12 per cent, of the u meunt of the paid up capital of the Bank. 

In my Primer of Co-operative Credit, which was published 
in 1910, I argued that Central Banks should endeavour to pay 
a dividend of at least 9 per cent, upon their shares. This is a 
view which I still hold, because I consider that a return of 
9 per cent, is, with reference to local conditions and the profits 
of trade, not excessive. 
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General Meetings. 

27. A General Meeting of the shareholders may he called 

as often as the Board of Directors deem necessary. At least one 
such meeting knoieii as the Annual General Meeting shall be called 
in the month of each year. 

Tlic (late of the Annual General Meeting should be fixed 
with reh-Tcnee to the conditions of local agriculture. EHiring 
their busy seasons cultivators cannot attend what is intended 
to be a poi)ular representative assembly. Every effort should 
be made to render the occasion attractive. One of the Feder¬ 
ation’s magic lanterns and one of its lecturers should be present; 
if possible, a small agricultural exhibition should be held; and, 
in the evening, plays should be jicrformed. Everything cal¬ 
culated to promote the sense of association should be done. 

28. The Directors shall convene a General Meeting of the 
Bank on receipt of a requisition signed by not less than 20 share¬ 
holders. 

2g. At least a fortnight’s notice shall he given to all share¬ 
holders and to the Deputy Commissioner and Registrar of Co¬ 
operative Societies before a Genera! Meeting is held. 

30. The Sirpanch of a Co-operative Society ivhich is a member 
of the Bank or any of its members duly appointed by the society 
shall represent the society in the Annual General Meeting of the 
Bank. 

31. In order to constitute a quorum for the General Meeting 
at least one-fourth of the number of individual co-operative credit 
societies u hich arc members ef the Bank shall be present by their 
representatives. 

32. Every shareholder shall he entitled to one vote. Voting 
by proxy shall not be admissible. 

This by-law merely emphasizes the view that personal 
interest must be taken by every co-operator in the doings of 
the institution of which he is a member. A co-operator must not 
hand his vote to another to use for him, nor must any road 
be left open for the scheming individual who wishes to gather 
power into his own hands for his own personal advancement 
or advantage. 

33. All questions shall be decided by a majority of votes.. 
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34. The bttsiness of the Annual General Meeting, besides 
the passing of the annual statements prepared under by-law i6 (7) 
shall be :— 

(1) Election of Directors for the ensuing vear, and of the 

Chairman of the Board. 

(2) If profits admit, the declaration of a dividend. 

(3) The transaction of any other business that may be laid 

before it by the Board of Directors or by individual 
members or by the Registrar. 

Affiliation to ihk Ckntrai. Provinces Federation. 

35. The Bank shall be a member of the Central Provinces 
Federation of Co-operative Banks, Limited, and shall abide by 
the by-laws of the Federation and the resolutions of the Federation 
Congress. 

The following is itn extract from an address delivered to the 
Fourth Madras Provincial Co-ojHsrative Conference which was 
held on the 22nd of January, iqi6. by Diwan Bahadur 
M. Adinarayaniah. President of (he Madras Provincial 
Co-operative Union. 

In some quarters the opiniun is held that a financing agency will have 
done all that it needs to do if it helps in raising money and that it should not 
be hampered by rc.stnctions as to its constitution 01 burdened with other 
obligations. But it goes without saying that in tlie ring ot co-operation there 
is no place for an absolutely unrelated body, free to run its course in isolation 
from the rest of the movement, for a body which claims the privileges but 
repudiates the obligations of co-operation. 

Winding Up. 

36. Save as provided in section 39 of the Co-operative 
Societies Act II of 1912, the Bank shall be wound up only with 
the sanction of the shareholders assembled in a special general 
meeting to con'-ider the question of liquidation and under the orders 
of the Registrar, Co-operative Societies, Central Provinces and 
Berar. 

Amendment of Bv-i \ws. 

37. These by-laws can be amended only by resoltdion of a 
General Meeting of the Bank 'after sanction of the Registrar, 
Co-operative Societies, Central Provinces and Berar. 
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CHAPTER V. 

The Provincial Co-operative Bank, Limited. 

In Chapter IV ol their Report the Committee on^ 
Co-operation in India express the view that the co-operative 
edifice in eacli Province should ordinarily consist of primary 
societies federated into Unions when local conditions permit 
of the introduction of the Union system, and that these primary 
societies, whether federated into Unions or not, should be- 
financed and supervised by Central Banks covering an area 
and serving a number of scKieties which are not too large to 
permit of efficient supervision, and are yet sufficiently large 
to enable the Bank to employ a reasonable amount of working 
capital. " The extent of the supervisory duties of the Central 
Bank would,” the Committee remark, " of course, vary according 
to the existence or non-existence in the province of a Union 
system and the efficiency of that system when it existed. 
Although this edifice affords adequate additional assistance 
to the Registrar in the matter of supervision and audit of 
primary societies, it is by no means complete as regards finance. 
In the absence of an ai)cx controlling institution Central Banks 
have to make such arrangements as they can, either by circu¬ 
larising each other or through the Registrar, to lend out their 
surplus funds or to borrow to meet their needs. This system 
is inefficient and uneconomical when the work is done by the 
Central Banks themselves and, if it is carried out by the Regis¬ 
trar, entails a substantial addition to his already onerous 
duties. Moreover, uncontrolled interlending among Central 
Banks involves an interlocking of liabilities which may well 
lead to trouble. In some provinces too, the Central Banks 
are unable unaided to secure locally sufficient funds to meet 
their needs, and these can best be provided by a bank capable 
of attracting deposits from the richer urban classes and more 
suitably equipped to serve as a channel between the co-operative 
movement and the Presidency or Joint Stock Banks. It is, 
therefore, in our opinion, necessary to provide in each of the 
major provinces an apex bank which will co-ordinate and control 
the working of Central Banks, forecast and arrange for the 



PSOVINOAL CO-OPBRATIVE BANK. 3g|9 

provincial requirements as a whole, and be the financial 
co-operative centre of the province. 

An apex bank of this nature should have as its express 
pbject the direction of provincial finance by the control and 
support of Central Banks. Central Banks should be prohibited 
from dealing with each other or with Presidency or Joint 
Stock Banks except through its medium, while it should itself 
be obliged to confine its dealings with co-operative institu¬ 
tions to Central Banks and leave to them the work of dealing 
with societies.” 

In the second part of this book I have endeavoured to 
pomt out that administrative internal autonomy is by no means 
incompatible with centralised banking control. On page 179 
of the Proceedings of the Sixth International Congress are 
recorded some views expressed by Mr. H. W. Wolff which 
show how very nc*cessary it is that, on the financial side of their 
activities, co-operative institutions should lx; placed under 
a central control. As Mr. Wolff jioints out, without such 
control credit cannot be easy, liberal, or ready, and what is more, 
it cannot remain steady for long periods together. In igii 
the Central Banks and primary societies of this Province were 
placed in a position of great danger owing to their inability to 
raise sufficient local capital for their requirements. It was 
in 1911 that the Provincial Co-operat; .e Bank of the Central 
Provinces and Berar came into existence, and it is no exaggera¬ 
tion to say that by immediately finding the funds necessary 
for the movement it was able to restore confidence in the minds 
of the members of primary .societies pinched, as they were, by 
the existing lack of credit. 

The difficulty was that, in 1911, the movement was not 
sufficiently advanced to permit of the creation of a purely 
Co-operative Provincial Bank, that is to say, a bank owned by 
the Central Banks and controlled by their repre.sentatives. 
But, as we have already seen, the Central Banks themselves 
were, in the early stages of their existence, co-operative in 
intention only and not in form. Some years of actual experience 
had to be gained before the primary societies could be admitted 
to metobership of the Central Barks; and a further period of 
# 
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teaching and training must be gone through before the control 
of the Central Banks by the primary societies is likely to become 
efficient. Just as pioneer workers were indispensable to the 
creation of our Central Banks, so it was necessary to forn^ 
the Provincial Bank upon a basis which would admit of gradual 
development upon co-operative lines. “ It is in our opinion 
essential,” remark the Committee on Co-operation, "that 
co-operative in.stitutions should be represented in Provincial 
Banks. It is not, however, necessaiy’ that they should from the 
beginning be \(?sled with full c(<ntrol. Owing to their distance 
from the Prn\ in( ial centre, they cannot conveniently send 
representatives to attend e\'eiy meeting. On the other hand, 
the individual men of business, who take shares, usually live 
at or near headquarters, and are therefore able to be present 
at meetings regularly. In addition to this they form especially 
at first, a very important element in the Bank, as they bring to 
its management the necessary commercial skill and ability 
without which it wc.’uld be difficult to raise sufficient capital 
from the public. At tlu* same time, it is obvious that the 
relations of the Provincial Bank to its constituency must be 
carelully defined, for, whatever sy.stem is adopted, no device can 
piirmanently jirevcnt the ultimate divergence of the interests 
of till' individuals who supply funds and the societies which 
borniw them. Although, therefore, in starting a Provincial 
Bank we are not opposed to the concession of a preponderating 
influence to individual shareholdeis, representing the business 
element, we tliink that its (onstitution should be so framed as 
to give to affiliated co-operative institutions an opportunity 
at no rlistant date of securing a majority of votes at the General 
Meeting. 

If a Provincial Bank is so constituted, it is, we think, 
of comparatively small impoitance whether the co-operative 
element has a dominating voice on the Directorate or not. 
The management of a Provincial Bank requires more expert 
knowledge and experience than that of a Central Bank and it 
is permissible, and often desirable, that the management should 
be mainly in the hands of business men. The representatives 
of societies are seldom capable of taking an effective part in the 
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management of a Bank of this class. But though the detailed 
administration need not be constantly controlled by them, 
the ultimate decision, as exercised at the General Meeting, 
..should under the by-laws rest with them, and when they find 
that the Directors arc mismanaging the Bank or exploiting 
co-operation for the ad\-antage of the individual shareholders, 
the representatives of co-opc‘rati\e institutions should be in a 
position to inter\ene and to reconstitute the management.” 

Now co-operation in actual practice must often fall far 
short of the standards a.imed at, and dcta.ils inconsistent with 
co-operative ideal- ha\'e frequently to be a.ccepted in the hope 
that they may lead to better things. The position of affairs 
in 1911 did not admit of delay : money was wanted at once, 
public opinion was then, and is still, strongly in favour of the 
co-operative movement, and a number of public-spirited people 
were ready to find the funds necessary for the creation of the 
Bank. It is, I think, only fair to the founders of the Bank to 
acknowledge the teadincss with w'hich they have, accepted all 
proposals made to them in the interests of the Central Banks and 
of the primary societies. They ha\’e, in fact, never failed to 
co-operate with the Registrar vtho has strictly on their behalf, and 
not in any sense as an agent of Government, guided and controlled 
the management. It has always, from the very first, been 
understood that it is the aim ;iud purpose of the Provincial 
Co-operative Bank to admit Central Banks to membership 
and in the end to hand over to Central Banks the power of 
control. The attainment of this ideal must, of course, depend 
upon the financial resouna s of the Central Banks and upon 
their ability to produce mcii with the knowledge, leisure, will, 
and ability to take an active [)art in the business. Moreover, 
it is of the utmost impoitanee that at the head of the Piovincial 
Bank there shall ab..:..vs be an e.vpert co-operator in close 
touch wdth the affairs of the movement throughout the province. 
It is the duty of the Central Banks to inspect the primary 
societies for which they are responsible , and it is also the duty 
of the Provincial Bank to inspect the Central Banks. Although 
it may still be uistant, the time must come for the employment, 
by the co-operative organizatic-n of the Province as a whole, 
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of highly paid and fully trained expert non-official staff. In 
this direction, gradual progress is being made, as we shall find 
in the succeeding chapter. But high salaries do not, of them¬ 
selves, create trained experts ; it is the training and experience 
which make the expert and give him his value, and the pro¬ 
vision of non-official expert service is one of the great problems 
before us. 

The By-laws for the Provincial Co-operative Bank, 
Limited, Central Provinces and Berar. 

1. This Bank shall be called ilie Provincial Co-operalive 
Bank, IJmilcd, Central Provinces and Berar. Its head office 
shall be at Juhhulporc. 

2. The initial capital of the Bank shall he Rs. 7,00,000 
made up as follows :— 

{1) Rs. 3,00,000, paid up, in Founders’ shares of Rs. 500 
each, carrying a first charge on net profits of 5 per 
cent. : 

(//) Rs. .^,00,000, Preference shares, of Rs. 100 each, 
one-twenlicth part paid up and ranking for dividend 
up to 5 per cent., directly after Founders’ shares, 
and ninctecn-tu'cnticths remaining as share capital 
available on call or, in other words, as a capital 
of guarantee. For this capital of guarantee the 
Bank will pay guarantors a consideration of i* 
per cent, per annum. 

Preference shares shall he taken up as follows 

(a) By cash payment of one-twentieth part of the face 

value of each share allotted. 

(b) By guarantee to pay up the remainder of the face value 

of each share allotted as follows :— 

(?) Nine-twentieth of the face value of each share on two 
months’ call. 


• A charge on working expenses ; not on protils. 

Note.— dit should be explained that profits are not limited to 5 per cent. After 
provision of 5 per cent, dividend on both classes of shares, further profits are equally 
distributed. 



BT'LAWS FOR THE PROVINCIAL CO-OPERATIVE BANK. 88a 

(fV) The remainder of the face value of each share on 
three months' call, such call not to be made until 
three clear months have elapsed from the date 
of the first call. 

Founders' shares shall be paid up by equal demands on every 
share as scope for investment arises. Preference shares shall be 
allotted and shall be taken up as required. 

The Directors reserve to themselves the right to refuse any 
application for shares, ivholly or in part, without assigning any 
reasons. 

As regards the capital of guarantee mentioned in by-law 
2 (ii) above it is well miderstood that these shares will gradually 
be transferred from the present indix'idual guarantors to co¬ 
operative institutions admitted to membership of the Bank. 
Reserve liability, however, is not a regular feature of the 
co-operative system of the Province, and when these shares are 
taken up by co-operative institutions they will be fully paid 
up. Before this step can be taken reserve funds must become 
proportionately much stronger than they are at present. 
At a still later stage of development the shares mentioned in 
by-law 2 (f) alnn'e will also be transferred ti> co-operative 
institutions. 

3. The Board of Directors shall have Ihe power lo increase 
the share capital of the Bank from time to tune. 

4. No shareholder may hold shares the face value of which 
exceeds Rs. 1,00,000 {one lakh of rupees] : provided that the 
poieer to vote at all general meetings of shareholders shall be 
regulated by the scale laid dua'n in the by-law next following. 

5. Every shareholder who has been duly approved and regis¬ 
tered shall be entitled to vote (unless he is disqualified to vote under 
any of these by-laws) and shall have one vote fir every share he holds. 
If there be registered joint holders of a share, the shareholder 
whose name stands first or who represents the family as head shall 
be entitled to tc '.-. Votes may be given either personally or by 
proxy : Provided that when the Directors have decided to take 
action under by-law 10 (iv) in respect of any shares, the holder 
thereof shall not be entitled to vote in respect of such shares. 
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6. The business of the Bank is restricted* as under :— 

(a) The Bank may accept deposits on such terms and condi¬ 
tions as may from time to time he approved of by the 
Registrar, Co-operative Societies, Central Provinces 
and Berar. 

{})) The Bank may borrow money and may issue its own 
bonds and debentures to the public, provided that 
no issue of bonds or debentures shall be made without 
the sanction of the Registrar, Co-operative Societies, 
Central Provinces and Berar. 

{(■) The Bank may lend money to or make deposits 
with any Co-operative Bank registered tinder 
Act II of IQ12, or any Act for the time being in 
force to regulate the registration of Co-operative 
Societies. 

{d) The rate of interest to be charged on loans to Central 
Banks in the Central Provinces and Berar shall 
be subject to the approval of the Registrar, Co¬ 
operative Societies, Central Provinces and Berar. 

(e) The Bank will not deal with any Central Bank in the 
Central Provinces and Berar which is not a member 
of the Central Provinces federation of Co-operative 
Banks. 

The Provincial Bank, it must be remarked, can only 
lend to other Co-operative Banks. Such Banks, however, 
need not necessarily be situated within the Central Procinces 
and Berar and, as a matter oI fact, surplus funds have from time 
to time been sent to the Provinces of Bombay, Bengal, and 
Burma. It is not the purpose of the Provincial Bank to supply 
Central Banks with the uhole of the funds necessary for their 
business ; on the contrary, great care is taken to see that owned 
capital bears a reasonable proportion to borrowed capital. 
In this matter the rulings of the Central Provinces Federation 
are binding on the Provincial Bank as well as on all the Central 
Banks affiliated to it. 

* With the lUgistiii’s sanction the Bank may make investments authorised by 
section ja oi Act n of a. 
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7. The affairs of the Bank shall be managed by a Board 
of not less than nine Directors elected by the shareholders. Half 
the number of Directors elected shall retire annually but shall be 
eligible for re-election. The qiialificaiion for a Director shall be 
shares in the Bank of the face value of not less than Rs. 5,000. 
Four Directors shall form a quorum. The Registrar, Co-operative 
Societies, Central Provinces and Bcrar. shall, for the purpose of 
this by-law uhen present at a nieeling, count towards the formation 
of the quorum. No meeting of the Board of Directors shall be 
held unless at least one week's notice has been given to every member 
of the Board of Directors. 

8 . In the event of a Director dying or retiring dHri)ig the 
term of his office, the other Directors shnU appoint a duly qualified 
shareholder to fill the vacancy luu 'd the next General Meeting 
when the shareholders shall either confirm the appointment or 
elect another duly qualified member to he a Director instead. 

9. The Chairman of the Board of Directors shall he elected 
at the Annual General Meeting of shareholders. When the. Chair¬ 
man so elected is not present at a meeting of the Board, the Directors 
present shall elect one of their members to preside at their meeting. 

10. The Board of Directors shall have the following powers 
and duties :— 

(l) To pass orders on applications for loans and cash 
credits jrom the Bank and to raise hans on behalf 
oj the Bank. 

{2) To accept or place deposits on such terms and conditions 
as may from time to time be ajproved by the Regis¬ 
trar, Co-operative Societies, Central Provinces and 
Berar. 

(3) To sign and issue ou behalf of the Bank, share certi¬ 

ficates or debenture bonds as provided in by-laws 3 
and 6 (t). 

(4) To call in and redeem shares in the Bank, on behalf 

of the Bank, at such valuation as may from time 
to time be declared fair by the Registrar. 

(5) To consider cases of overdue loans and pass orders 

thereon making such arrangements as may be neces- 
. sary to provide against loss. 
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(6) To appoint, dismiss, suspend or otherwise punish any 

officer paid hy the Bank or to proceed against any 
officer of the Bank. 

(7) To institute, conduct, defend, compromise, 'refer to 

arbitration, or abandon legal proceedings and claims 
by or against the Bank or Board of Directors or 
officers paid by the Bank concerning the affairs 
of the Bank. 

(8) Each year in the month of August or September to call 

an Annual General Meeting of the Bank and 
submit to it the Annual Report, Profit and Loss 
account, Statement of Receipts and Disbursements, 
and Balance Shed of the Bank up to the previous 
yaih June. 

(q) To transfer by sale, mortgage, lease, hypothecation, or 
otherwise by registration or endorsement, any pro¬ 
perty belonging to the Bank. 

(lo) To allot any one or all of the aforesaid powers and 
duties to one or more of their own number or to the 
Registrar, Co-operative Societies, Central Provinces 
and Berar, or to his nominee. 

(n) Generally to conduct the business of the Bank and 
to do all things necessary to that end. 

Special attention is invited to the provisions of by-laws 
10 (4) and 10 (10) above. 

11. The Board of Directors shall meet as often as may be 
necessary and in any case at intervals of not more than one month. 
An extraordinary meeting of Directors may be convened at any 
time hy order of the Registrar. 

12. The proceedings of all General and Board Meetings 
shall be recorded in the Minute Book specially kept for the purpose 
and shall be signed by the Directors present in token of correctness. 

13. The duties of a Manager shall be as follows :— 

(») To summon and attend all meetings of the Board of 
Directors. 

(it) To record the proceedings of all meetit^s of the Board 
of Directors in a Minute Book. 
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(mV) To sign on behalf of the Bank such receipts, deeds, 
and instruments as the Board of Directors may 
empower him to sign. 

{iv) To conduct all correspondence on behalf of the Board 
of Directors in respect of the duties allotted to him. 

(y) Generally to supervise and manage such business of the 
Bank as may be entrusted to him by the Board oj 
Directors. 

14. Every shareholder shall pay a registration fee of Rs. 2 
{two only) to the Bank. This will constitute a small fund out 
of which to meet the initial expenses for stationery, etc. 

15. The liability of shareholders shall be limited to the face 
value of their shares. 

16. Shares are not withdraicable and shareholders cannot 
withdraw the money which has purchased their shares. Paid^p 
shares only are transferable, but no share can be transferred by 
sale, gift, or otherwise except to persons approved by the Board 
of Directors. A fee of Re. 1 will he charged for registering approved 
transfers. 

It must be specially noted that the shares held by guaran* 
tors under by-law 2 (it) are not transferable until they have been 
fully paid for. 

17. Shares held by a deceased holder will be transferred 
to heirs or legal representatives without charge on the production 
of a succession certificate. If there be several heirs they shall 
nominate from their own number one as their representative in 
interest to conduct their dealings with the Bank. All dealings by 
or with such a nominated representative shall bind all the heirs : 
provided that any shareholder may nominate his successor in interest 
ana such nomination shall render the production of a succession 
certificate unnecessary. 

Shares transferred to heirs or legal representatives may be 
redeemed undet by-law 10 {iv) at the discretion of the Board 
of Directors. 

18. Such proportion of the annual profits as may be deter¬ 
mined by the shareholders in their annual General Meeting shall 
be carfied to the Bank’s Reserve Fund. 


cs 
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19. The Reserve Fund shall be invested in Government 
Paper or in such securities as the Registrar may approve of from 
time to time, or shall he deposited with such Joint Stock or other 
Banks as the Registrar may approve of. But no portion of the 
reserve fund shall he employed in the business of the Bank. 

20. No amount shall he transferred from the Reserve Fund 
to meet any loss by had debt or otherwise, except with the sanction 
of the shareholders assembled in General Meeting and the permis¬ 
sion of the Registrar of Co-operative Societies, Central Provinces 
and Berar. 

21. A General Meeting of the shareholders of the Bank 
may be called as often as the Board of Directors shall deem neces¬ 
sary. At least one such meeting shall he called in the month of 
August or September each year. This shall be known as the Annual 
General Meeting. 

22. The Board of Directors shall, upon receipt of a requisi¬ 
tion in writing signed by not less than ten shareholders, convene 
a General Meeting of the Bank. 

23. At least two weeks’ notice shall be given to all share¬ 
holders before a General Meeting is held. This notice shall include 
a statement of the business for discussion and no proposal for the 
amendment of these by-laws shall be laid before any General 
Meeting of the shareholders unless notice of it has been given to the 
shareholders. The Directors shall declare what shall constitute 
noHcefor the purpose of these by-laws and shall prescribe the means 
and form of such notice. 

24. One-eighth of the shareholders including proxies shall 
form a quorum of a General Meeting of the Bank. For the purpose 
of this by-law a shareholder shall count as one individual only 
irrespective of the number of votes he may be entitled to. 

25. Except where these by-laws otherwise direct all questions 
submitted for decision shall be decided by a majority of votes. 

26. In the annual General Meeting the Board of Directors 
shall submit to the shareholders the report, accounts, and balance 
sheet of the Bank for the year ending on the previous yoth June. 

27. The shareholders shall in the annual General Meeting — 
(») elect the Directors for the year ; 

(«t) confider the annual report, accounts, and balance'sheet; 



BY-LAWS OF THt PROVINCIAL COOPBRATIVB BANK. 380 

(Hi) if profits admit, declare a dividend; 

(iv) transact such other business as tnay he laid before 
them by the Directors. 

28. The following shall be entitled to attend the General 
Meeting of shareholders and the meetings of the Board of 
Directors :— 

(1) The Financial Commissioner of the Central Provinces 

and Berar. 

(2) The Commissioner of the Nagpur Division. 

(3) The Commissioner of the Jubbulpore Division. 

(4) The Director of Agriculture and Industries. 

(5) The Registrar of Co-operattve Societies, Centred 

Provinces and Berar. 

29. Save as provided in Section 39 of the Co-operative 
Societies Act II of 1912, the Bank shall be wound up only with 
the sanction of the shareholders assembled in special meeting to 
consider the question of liquidation. 

30. The above by-laws can be amended by resolution of two- 
thirds of the members present {including proxies) in a General 
Meeting of the Bank with the sanction of the Registrar of 
Co-operative Societies, Central Provinces and Berar. 

On June 30tli, 1912, the working capital of the Provincial 
Bank was Rs. 1.76,000. f)n 30th April, 1916, it waS 
Rs. 17,71,000. 

The Bank maintains fluid resources on behalf of the whole 
co-operative banking system of the Province. In accordance 
with the recommendation.s of the Committee on Co-operation 
in India these resources must, on any given date, never be 
less than one-third of the deposits falling due for repayment 
throughout the Province during the ensuing 12 months. 

From the banking point of view it is important that the 
capital employed in the co-operative movement should not be 
concentrated in one particular part of the Province. If deve¬ 
lopment is reasonably even, risks will be tolerably distributed 
and the effects oi local crop failures not so burdensome. In 
dealing with Central Banks, the Provincial Bank must regard 
it as a most important duty to see that capital is not allowed to 
stagnate—^for stagnaticai generally means waste or loss of 
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productive power—and that turnover is as rapid as seasons 
will allow. Should there be good reason to believe that a Central 
Bank is riot keeping the societies for which it is responsible 
up to the mark, the Provincial Bank must bring pressure to 
bear. This can be done by the presentation of the Central 
Bank’s promissory note which, it must be remembered, is pay¬ 
able on demand. The Central Bank will then have to present 
the promissory notes executed in its favour by the primary 
societies, and the primaiy- societies will, in turn, be forced to 
collect from recalcitrant members. Slackness on the part 
of the Provincial Bank is bound to have the most pernicious 
effects on the whole system. On the other hand, the Provincial 
Bank must know when to be indulgent ; for failure to pay is, 
viiiy' frequently, due to causes beyond the borrower’s control. 
In the management of the Provincial Bank’s affairs a full 
knowledge of local conditions must be combined with the 
exercise of a reasoned discretion. There is no exact code of rules 
for the co-operative bankt'r to save him, w'hen in difficulty, 
from the trouble of applying principles for himself. A Pro¬ 
vincial Co-oi)erati\'e Bank cannot work well unless its relations 
with Central Banks are those of friendly intimacy, and, for this 
reason, I hold that the Governor of the Central Provinces 
Federation of Co-operative Banks should always be the working 
head of the Provincial Bank. 

The information below deals with the r'arious districts 
of the Central Provinces and Berar, and it will be useful to 
those who wish to understand the working of the Provincial 
Co-operative Bank. 

(i) There are 22 districts in the Central Provinces and 
Berar. 

({‘i) The wheat districts arc Saugor, Damoh, Jubbulpore, 
Narsiiighpur, and irloshangabad.’" 

{»«) The cotton districts are Nimar, Wardha, Nagpur, 
the Sausar Tahsil of Chhindwara, Akola, Amraoti, 
Buldana, and Yeotmal.f 

* In 1913-14 the exports oi wheat irom these hve districts exceeded 5,000,000 mauada. 
t In 1913-14 the exports of cleaned cotton from these eight districts wws jtist under 
5,000,000 inanndr. 
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(tv) The rice districts are Chanda, Bhandara, Balaghat, 
Drug, Raipur, and Bilaspur.* 

(v) Districts in which none of the three great staples 
predominate are Mandla, Seoni, Betul, and Chhind- 
wara excluding the Sausar Tahsil. In Seoni, 
Betul, and Chliindwara the wheat from certain 
tracts is an important export. 

In all the districts named above there are Central Banks. 
In some districts there are two or tliree Central Banks. 

To recapitulate, the Central Prtivinccs system i)f co-operative 
credit banking is based on a foundation of \'illage primary 
co-operative credit societies with unlimited liability, making 
loans to their indi\ idual members, always provided that, for 
every loan, two satisfactory sureties are forthcoming. 
Societies with limited liability may not borrow from Central 
Banks ; limited liability institutions arc concerned with a 
class of business which is not suitable for co-operative central 
banks of the Raiffeisen type. 

The chain of credit is, therefore, as follows 

(a) The individual credit of every member of a primary 

society in receipt of a loan is supported by two 
sureties. 

(b) The unlimited liability of the village primary society 

is reinforced by 

(c) its reserve fund which is not invested in its own 

business and is accumulated by appropriations 
of more than 3% of its annual loans to members. 

(d) Next, securities (a). (6), and (c) are further .strength¬ 

ened by the Guaranteeing Unions of Primary 
Societies already described. 

(e) On the strength of the security afforded by (a), 

(&), (c), and [d) above. Central Banks lend money 
through the Guaranteeing Unions tft the primary 
societies only, not to individuals. Central Banks 
take deposits from the public and loans from the 

• In 19J 3-14 the exports of cleaned rice from these six districts were rather more thaa 
goo.000 tnaiinds. 
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Provincial Co-operative Bank and offer, in return, 
substantial rates of interest and not only securities 
(a), {b), (c), and {d), but also 
(/) tlicir own sliare capital which is not permitted 
to be less than 12^ % of their borrowings {i.e. 
loans plus deposits), and is largely subscribed 
by the members of the primary societies, the 
primary societies, and the Guaranteeing Unions— 
thus ensuring that the borrowers themselves 
have a substantial stake in the success or failure 
of the Central Bank, and 

(gl tlieir reserve funds (never less than 25% of their 
annual net profits) wliicli are nut invested in their 
own business. 

[//) The Pro\'incial Co-operative Bank, on the strength 
of the security yielded by («), (6), (c), (d),* (e), 
(/), and (g) above, makes loans to Central Banks 
o>i/v. and has 29 .such Banks and a wide range of 
climate and of agricultural conditions to distribute 
its risks o\'er. The Pro\-incial Bank accepts 
deposits from the public and borrows from 
Joint Stock and Presidency Banks offering not 
only securities (a) to (g). but also 
(/) its owm paid-up share capital which is not permitted 
to be less than 12^% of its own borrowings 
(i.c., loans plus deposits), and, in addition, 

(;') the reserve liability of its selected preference share¬ 
holders, and 

(k) its reserve fund which is not invested in its own 
business and accumulates (as do all the other 
reserve funds) at compound interest. 

The Auditors of the Provincial Co-operative Bank are 
Messrs. A. F. Ferguson and Co., Chartered Accountants, 
Bombay. 


* Security (J) is not brought into play in the case of small Central Banks with iew 
aacietit!i to look alter. It is when the business ol the Central Baak is likely to outytow 
its local knowledie oi individual sodeties Uiat the Guaianteeing Uniotis an kxmed, for 
they tnpi^y the de&deacy. 
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CHAPTER VI. 

The Central Provinces Federation of Co-operative 

Banks. 

In the comparative studies contained in the second part 
of this book, the aims and functions of that guidmg and con¬ 
trolling body which is called a Federation have been examined 
in detail. It will serve no useful purpose to state them again, 
for in respect of its aims the Federation, as a type, is universal. 
The fvmctions of the Central Provinces Federation arc expressed 
in its by-laws, and these are giv'en below with the few comments 
that are necessary. 

BY-LAWS FOR THE CENTRAL PROVINCES 
FEDERATION OF CO-OPERATIVE BANKS, LIMITED. 

Name. 

1. The name of this society shall he the Central Provinces 
Federatimi of Co-operative Banks, Limited. Its motto shall be 
' All for one and one for all.’ Its office shall be in the head office 
of the Provincial Co-operative Bank, Limited, Jubhulpore. 

Membership. 

2. Every registered co-operative bank in the Central 
Provinces and Berar is, together with its affiliated societies, eligible 
for membership of the Federation. Admission to membership is 
dependent upon election by a majority of votes. 

Objects. 

3. The objects of the Lnion are — 

(t) to provide a regular and efficient system of supervision, 
audit, and control for all Banks and societies enroUsd 
in membership ; 

{it) to secure uniformity of practice and unity in effort 
and in aim amongst all co-operative bodies in the 
Central Provinces and Berar ; 

[Hi) to work for the common good of all co-operators and 
especially to see that co-operative business is 
ducted on sound, safe, and progressive tines: 
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(iv) to teach, train, and educate the Federation staff; 

{v) to foster by every means in its power the spread of the 
co-operative spirit amongst the people of the Province. 

It must be clearly understood that the Federation, 
although an institute of banks, is not a banking institution. 
It is the Parliament of the Co-operative organization, and 
provides for rcipresentative government ; the Governor and his 
Advisory Committee being the Prime Minister and Cabinet. 

Special importance must be attached to the duty of the 
Federation in coniuiction with active propagandist work. 
Its usefulness in this direction is, of course, restricted by the 
funds available. But all experience shows that, if a co-operative 
movement is really to succeed, no .stone must be left unturned 
in the continuous effort to spread knowledge. It is not enough 
to start model societies and to expect them to produce hosts 
of converts. Nothing can convert a man to faith in co-opera¬ 
tion except practical (‘xperience of co-operative work, and the 
first impression wliich a village credit society creates in its 
neighbourhood is that a new system of facile borrowing, at 
low interest, has b(H“n invented by the Government. The 
sacrifices, which are inseparable from the privileges, are over¬ 
looked, and there is a m.sh for cheap money. 

Management of Federation Affairs. 

4. The affairs of the Federation shall he under the control 
and management of a Governor assisted by an Advisory Committee 
of four members. 

Election of Governor. 

5. The Governor of the Federation shall be elected by the 
Federation Congress, which congress shall consist of one delegate 
from each Central Bank duly elected and empowered by each 
Central Bank to act and vote on its behalf. 

Feder.\tion Congress to meet. 

6. The Federation Congress shall meet at least once every 
year to transact such business as the Governor and his Advisory 
Committee or any member may have to place before it. The date 
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submit proposals in such form as the Governor of the Federation 
may direct, showing 

(i) the names of and the number of Federation servants 
which the Central Bank proposes to employ during 
the ensuing co-operative year; 

(ij) the salaries to be paid to such servants ; 

{Hi) the approximate sum to be expended on stationery, 
printing, etc., for the Bank’s societies ; 

{iv) the means by 'which the Bank proposes to raise funds 
to meet the above expenses. 

Annual Contribution to Permanent and Indivisible 
Federation Fund. 

13. Every Central Bank shall, together with its constituent 
societies, make an annual contribution to the permanent and 
indivisible funds of the Federation, Such annual contribution 
shall be a sum not less than 25 per cent, of the annual expenses 
incurred under heads (//) and (Hi) as detailed in by-law 12 ; and 
the disposal of contributions shall be nuide, under the orders of the 
Governor of the Federation, in accordance with the provisions 
of by-law 15. 


Employment of Federation Funds. 

14. Federation funds (other than those which according to 
these by-laws are permanent and indivisible) shall, firstly, be 
ctnployed in the payment of Federation expenses. The term 
“ expenses " shall not include any items which the Governor of 
the Federation and his Advisory Committee may decide to be 
improperly chargeable to Federation funds. Any surplus funds in 
hand shall be disposed of for such Federation purposes as the 
Governor may direct. 

Investment of Annu.al Contributions in the Permanent 
Federation Funds. 

15. The annual contributions specified in by-law 13 shcUl 
be allotted to the respective Central Banks making them and Central 
Banks shall employ the whole of the money so allotted in an increase 
of their share capiUUs. 
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By-laws 13, 14, and 15 must be read together. One of 
Sir Frederick Nicholson’s most important recommendations* 
(and one that has very generally been neglected or has escaped 
notice) was that power should be given by law to the Govern¬ 
ment to enforce the formation of a public Reserve or Insurance 
Fund to which registered co-operative banks should be compelled 
to contribute : such reserve to be used solely as a guarantee 
for the repayment of sums due by banks iir liquidation, 
whether due to Government on account of subventions or 
guaranteed payments, or to the public in general as dejx»sitors 
or other creditors. This Public Fund, Sir Frederick Nicholson 
considered, should be entirely independent of any reserves 
held by individual banks, and sliould bo held in trust 
by the Accountant-General and invested in Government 
securities. 

In the Central Provinces the accumulated reserve funds 
are, as already stated, held by the apex Bank, gilt-edged 
securities being also held by it to a corresponding amount. These 
securities cannot be touched or dispcjsed of without the sanction 
of the Registrar. Now as the shaiTs held by the Federation 
in the various Central Banks accumulate, it is obvious that the 
.security affordc'd to the depositing and investing public is 
strenglhenecl. This strength is, moreover, added to the 
successive securities («1 to (*) enumerated in the chapter on the 
Provincial Co-operative Bank, and will, ii the present policy is 
steadily adhered to, become immense. The permanent and 
indivisible Federation Fund is the outec^me of co-operative 
thrift, and the course- of \ ears will prove its value to the 
movement. 

Federation Capital to be a Trust Fund^ 

16. Share capita! obtained by Central Banks tM accordance 
with by-law 15 shall he employed by them in their own 
co-operativ i business but shall be held by them on behalf of the 
Federation and the shares shall stand in the name of the 
Federation. 


Volttoxe 1, 2d, kjI his Report. 
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Profits on Federation Shares. 

17. The dividends earned by Federation shares shall be paid 
io and invested by the Governor of the Federation in Trustee 
Securities to form a Famine bisnrance Fund to accumulate at 
compound interest. 


Famine Insurance Fund. 

18. IiTjhc event of famine or ioidespread erop failure and 
consequent tightness in the money markets the financial resources 
of the movements may seriously contract. To provide for such a 
monetary crisis the Governor of the Federation shall have the power 
to make loans out of the Famine Insuranee Fund io the Provincial 
Co-operative Bank in lime of need at the average rate of interest 
at ’which the Provincial Bank was obtaining loans from the money 
market during the preceding twelve months. Such loans shall be 
of the nature of temporary advances only and the Provincial Bank 
shall hind itself to recoup both principal and interest to the Famine 
Insurance Fund as soon as the money market becomes normal 
again. 

A lew nipces in a Famine lii-surance Fund do not, of course, 
abolish the necessity fur fluid reserves and for reserve funds. 
The evolution of all co-operative sj'stems has been slow and 
jiainful ; all have grown from small beginnings. A large Famine 
Insurance Fund can only be the outcome of thrift practised 
by the Federation over a long period of years ; at present, it 
stands as an object lesson and an example of co-operative effort 
on behalf of posterity. 


Federation Staff. 

19. .No co-operative Bank or society shall employ any 
salaried servant who is not licensed by the Governor of the Federa¬ 
tion and furnished with a Federation Certificate to the effect that 
he has been trained and is fU for co-operative ivork. This restric¬ 
tion does not apply to menials on less than Rs. 10 per mensem. 

The Federation staff numbers (1916) 130 men, salaries 
and expenses amounting to about Rs. 75,000 a year. The 
staff is steadily increasing to meet the growing requirements 
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of the movement. The Federation has provided • a magic 
lantern, with slides specially prepared from real life, as well as 
a lecturer, for common service. One lecture, telling a story, 
is illustrated by photographic slides. The dramatic society 
of a village was rehearsed, and tableaux were arranged for the 
important situations in the plot of the story. Tire lecture is 
very popular. It is a great mistake to imagine that the Indian 
peasant does not appreciate and cannot understand pictures. 

Tederation' Auditors. 

20. Federation Auditors shall he under the sole direction, 
control, and discipline of the Governor of the Federation or of 
such Federation officer as he may appoint: provided that the 
Federation shall not employ any Auditor who is not recognized 
by the Registrar of Co-operative Societies under Section 17 (i) 
of Act II of 1912. 

Other Federation Servants. 

21. Other salaried and licensed servants of the Federation 
shall be under the direct control and discipline of the Central 
Banks within the jurisdiction of which they are employed. 

pROViuENf Fund for Federation .Servants. 

22. All salaried Federation servants shall subscribe to the 
Federation Servants’ Provident Fund and shall be bound by the 
rules of that Fund which are as follows. 

Rate of Subscrit ) i<jn to Provident Fund. 

23. Every salaried FederPion servant shall make a monthly 
co.itribution of 10 per cent, oj his salary to the Provident Fund. 
The Bank disbursing the salary shall make the deduction and also 
the necessary entries in. the S^>'vants' Provident Fund Account 
Book and in the ledger of Provident Fund Accounts. 

Custody of Provident Fund. 

24. The whole of the money standing to the credit of the 
Fedetr^um servants serving within the jurisdiction of a Ceidral 
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Bank shall be invested as part of the working capital of that 
Central Bank. If a Federation servant is transferred to another 
Bank his Provident Fund, made up to date, shall also be transferred 
to that Bank. 

The Provident Fund is an important result ot the Federa¬ 
tion’s efforts. The savings of a Federation servant are placed 
in co-operati\e business, in the area in which he is working. 
The advantages of this policy are obvious. 

Interest on Provident 1'und. 

25. Subject to the succeeding by-laws interest at 6 per cent, 
compound, calculated annually shall be allowed on Provident 
Fund Accounts ; and any annual bonus or contribution granted 
by the Federation to its servants shall also be added to Provident 
Fund Accounts to accumulate to maturity at the same rate of 
interest. 

Conditions of Withdrawal of Provident Funds. 

, 26. Any Federation servant who has done fifteen years’ 
completed service who is not dismissed for gross neglect of duty 
or for dishonesty shall receive on the dak of his retirement cash 
payment of the total amount standing to his credit in the Federation 
Provident Fund. 

27. Any Federation servant ivho dies, or retires of his own 
will before he has completed fifteen years' service shall not be 
entitled {he or his heirs) to draw from the Provident Fund a sum 
greater than his own contributions plus compound interest at 
3 per cent. 


Penalty for Dishonesty. 

28. Any Federation servant who is dismissed for dishonesty 
or for gross neglect of dtdy shall lose all claim to the amount standing 
to his credit in the Provident Fund on the date of his dismissal: 
provided that it shall be within the power of the Governor to allow 
payment of a sum not exceeding actual contributions in cases 
in which ok appeal to the FedamHm Congress meets with a recom- 
meudadi on for mercy from that body. 
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Long and Meritowous Service. 

29. Any Federation servant who has completed 30 years' 
approved service shall receive, from Federation Funds, in addition 
to the amount from the Provident Fund as secured to him by these 
by-laws, such sum as the Federation Congress may determine, 
subject to a maximum of two years' salary (based on the average 
of his last five years of service). 

Audit of Federation Accounts. 

30. Federation Accounts maintained by a Central Bank 
shall be audited annually ly a Registrar's departmental auditor 
along with the accounts of the Central Bank. 

31. The annual audit of the headquarter Federation Accounts 
shall he made at the same lime and by the same auditor as the 
accounts of the Provincial Co-operative Bank. 

Permanent Nature of Federation Funds. 

32. Federation shares and Federation funds are the per¬ 
manent and indivisible property of the Federation. Under no 
circumstances shall they he divided out amongst members of the 
Federation and members who retire or are expelled from the Feder¬ 
ation carry no claim upon such funds or shares -with them. 

33. After enquiry and report by the Governor and his 
Advisory Committee any Bank or Society may be expelled from the 
Federation by vote of a two-third majority of the Federation Congress: 
provided that no motion for the expulsion of any Bank or Society 
shall be brought forward unless notice has been given of it as 
requried by by-law 7. 

“ 34. These by-lau s shall not he altered or abrogated except by 
a tit’O-third majority of the Federation Congress assembled in extra¬ 
ordinary session specially convened for the purpose: provided 
that no alteration or abrogation shall he made at such session unless 
six months' notice of the intention to make such alteration or 
abrogation has been given to all members of the Federation, 
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CHAPTER VII. 

Co-oPEKATivE Organization at present outside the 
Federation Circle. 

It has been slated (in Chapter V of Part II), that co- 
oiiorativc societies for purposes other than credit and supply 
were not, in any part of the world, c)f practical importance until 
twenty 3ears ago. This statement, of course, only applies to 
agricultural co-operation. The co-operative movement in India 
in young ; the organization of rural credit is by no means 
complete ; and it is, in the writer’s opinion, most important that 
the student should appreciate the fact that universal experience 
shows that the growth of the co-operative spirit is slow. Credit 
tirst, then supply, and, subsequently, when self-help is really 
strong and active, other forms of co-operation. Further, an 
examination of those countries in wliich small holdings pre¬ 
dominate, shows that the organization of co-operation in agri¬ 
culture lias invariably required a foundation of credit. Nor 
is it at all remarkable that this should be so, for every progressive 
system of agriculture requires constant supplies of fresh capital ; 
and, if this lie admitted, then it follows that credit must play 
an all important part in the co-opeiative organization of 

agriculture. x u 

It is once more necessary to keep banking apart from other 

liability, and to prevent the confusion or overlapping of obliga¬ 
tions. Unlimited liability pledged once must not be pledged 
&gain ; but definite liability confined to money raised upon a 
recognized credit basis and put up as share capital can very 
well be pledged both b}’ individual members and by bodies 
corporate. Hence, it is legitimate to make, for Raiffeisen 
socieies, the Central Bank the pivot of agricultural improvement 
as well as of rural credit and thrift. It is, however, to be under¬ 
stood that the Central Bank (which cannot employ banking 
funds except for banking purposes) is. in a distinct and separate 
capacity, a Central Agricultural Improvement Society. As for 
the organization below the Central Bank, on the one side there 
is the machinery for banking, credit, and supply ; on the other, 
there are the same parts of that machinery re-grouped m soaeties 
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with limited liabilUy for purposes other than credit or supply^ 
with the addition, perhaps, of individual members who find 
money for their shares without the assistance of Raiffeisen 
credit. 

Now the agriculturists of the Central Provinces and Berax 
are not all upon the same credit level. (A) Some require no 
credit ; (B) others have no use for credit of the kind provided 
by the village society of neighbours. (C) Others again—^the 
great majority, I think—fit naturally into the Raiffeisen 
system and can be provided for by the organization which leads 
upwards from the village credit society to the circle union and 
the Central Bank, and thence (») for general purposes to the 
Federation, and (ft) for business purposes to the Provincial Bank. 
Under this system, as we liave seen, the credit unit is also the 
channel for the supply of pure seed, improved implements, and 
any other requisite of agriculture which cai\ be handled without 
incurring lieavy financial liability. It would be imprudent, 
however, for a society with unlimited liability to embark upon 
enterprises of an expensive nature with the possible chance of 
failure. For such enterprises separate societies with limited 
liability should always be formed ; and if the members of these 
societies are also members of ctedit societies the money neces¬ 
sary for the share and working capital will probably be raised 
on the strength of the unlimited liability pledged by the credit 
societies to the Central Bank. If this be the case, then the 
nonrcredit societies thus formed will also come under the 
supervision and guidance of the Central Bank, for they form 
inseparable parts of a complete structure. 

The agriculturist classes (A) and (B) are, however, of gyeat 
economic importance and cannot be neglected. For these classes 
a co-operative system, based on unlinaited liabihty, is not suitable, 
and for them the primary or unit society should be organized 
on a basis of share capital and limited liability, and ought to be 
not <H»ly for prochiction, sale, or supply (or any coobmatioa of 
these) tait for credit as weU. Unit societies <rf this kiiM^tbt 
mend)ership of which need not be confined to a single 
but may extend to a larger though defurite area, can be grouped 
into compact blocks, and for each block these must be a central 
cs >3 
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(mion, also with share capital (subscribed by the primary 
societies which are its members) and with limited liability. The 
primary society, under this (the Haas) system, ought not to be 
allowed to raise loans except from the central union of which 
it is a member and shareholder : the primary society may, 
however, to a limited extent and under proper regulations, 
be permitted to accept deposits from its owti members. The 
central unirm should be frcii to negotiate loans from the 
Provincial Bank, but each application for credit ought to be 
considered strictly upon its own separate merits, the business 
relationship between the central union and the Provincial Bank 
being merely that of l)ank<'r and client. Under this system, 
iredit is legulated by many considerations : for instance, bills 
or promissory notes* may be discounted if backed satisfactorily, 
and any form of banking security lutt involving a lock-up of 
capital may be accepted as pledge. But the most important 
factor wall Always be I he margins of security afforded by the 
paid-up share capital and the reserve funds of the primary 
societies and cejitral unions, and credit will generally be measured 
by multiples cf such margins. For credit, as well as for the 
other purposes foi which it has been formed, the primary 
society is, by means of the organization described above, linked 
to the central imion, which, in turn, can borrow from the 
Provincial Bank. The Provincial Bank, however, doesnot inspect 
or supervise the central unions and primary societies. The 
credit dispensed is really commercial rather than co-operative 
credit, although the purposes to which loans are to be applied 
must always be a matter for the strictest enquiry. For audit, 
advice, and control, the jirimary six.'iety and the central union 
alike, go to the Federation. 

To appreciate the stage of development in the Central 
Provinces, we must examine what has been accomplished in other 
Indian Provinces in connection wath co-operation in agriculturer 
Turning, therefore, to the Report on the Progress of Agriculture 
in India for I9i4-i5f we gather the following information. 

• The full value of a promissory note should never be paid to borrowing institntlons 
of uoaupptoted limited liaUlHy. 

t Calcntta, Superintendent of Government Printing, India, 1916. 
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The United Prowtnccs —Most of the Central Banks now 
act as informal agents for the supply of improved seed grain 
to members of societies. In this way. Pusa 12 (a new 
variety produced by the Agricultural Research Institute, Pusa), 
has been popularised over very wide areas. Groundnut has 
become a staple crop in certain parts of Unao and other districts. 
Improved varieties of cotton are sown by societies in all Western 
districts. Suitable types of sugarcane arc also being tried m 
a number of new localities. In the \\ estorn districts, parti¬ 
cularly in Bulandshahr, immping installations with oil engines 
have been put up, either by societies in their corporate capacity 
or by members with assistance from tinni societies. Some 
banks and societies have set apart small plots for the 
demonstration of new staples and varieties. 

Some interesting schenn^s for irrigation on co-operative 
principles arc also being tried in the United Provinces. One 
of these is the Kunwar Co-operative Society for pumping water 
from the Gumpti. The Manager of the Central Bank, who 
has interested himself greatly in the scheme, feels convinced 
that, even if it docs not prove directly profitable, it wdl 
ultimately strengthen the financial position of the society by 
obviating the possibilities of croj) failures. A second scheme 
is for a portable plant for working wtdls in the Bulandshahr 
District, and th<; third for a tube well >it tin; Hardoi District. 

An agricultural supply society has been registered at Main- 
puri. The members are mostly landholders genuinely interested 
in the improvement of agriculture, and many of them are 
also active participators in ihe co-operati%e credit movement. 
Sufficient capital has been obtained for growing good seed and abo 
purchasing it in bulk and letailing the same to vUlage societies 
and other cultivators. It is the first attempt in the United 
Provinces to separate ihe business o, the supply of seed and 
other agricultural requisites from the work of a Central ^k. 

A few cattle insurance societies have been registered as an 
experimental measure in the Mainpuri District, and a proposal 
has been submitted to the Government for special aid. 

During 1914-15 the Co-operative Dairy at Benar^ meurred 
a loss- partly owing to the highe- cost of feeding stufis and 
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transport during the year and partly owing to a diminution in 
the supply of milk. The high prices, especially of fodder, kt 
the last two or three years are said to have told severely wi tho 
milch cattle owners; the members of the dairy society have 
consequently been unable to repay previously borrowed loans 
in full. The result has been that they are unable to get new 
loans to replace old or inferior cattle. 

The Co-operative Dairy at Lucknow worked at a profit, 
but it has a heavy load of outstanding dues from men who 
belonged to the original credit society and have not participated 
in the dairy business. 

In Allahabad, there are two co-operative societies for the 
sale of ghi and they are flourishing. The reasons for success 
are said to be (i) that the members are cultivators, not merely 
milk-sellers, and amenable to reason; (ii) that there is little 
risk in the ghi business as the product travels well and keeps 
well. 

The Bombay Presidency .—The most important of the few 
manure supply societies in the Bombay Presidency is that at 
Keh'.'i Mahim in Thana. It has sold considerable quantities 
of castor cake to its members at prices 20°^o below or dinar y 
market rates. The manure store at Baramati, which is 
co-operative not in its management but only in the distributiem 
of its profits, and the Mutha Canal Society at Poona have, also^ 
made large sales of manures. Experience indicates that societies 
for the sale of manure require garden tracts and irrigated areas 
as part of their environment. 

Two co-operative dairy societies have been organized to 
supply the Bombay market, One of these, the Jambul Hanuman 
Dairy, near Kalyan, employs an experienced manager and thrw 
assistants who keep the byres very clean and milk the buffaloes. 
by the dry method. The society intends to increase its share 
capital, and then proposes to open a retail shop of its own in 
Bombay city. 

Large numbers of gaolies are moving out of Bombay Island 
as a result of more strict Municipal regulations. It is profucsod 
to settle them in groups along the railway lines in Salsette, 
this positioa giving them unique hicilities for milk transptHrt 
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Into the city, and to organize the groups into co-operative 
societies with, perhaps, a central selling agency or agencies as 
weU as arrangements for the supply of feeding stuffs. This 
scheme appears to possess great possibilities. 

The part which co-oj)erative societies can undertake in 
developing the dairying business in India is clearly indicated 
in the following extract from the Report of the Committee 
appointed to consider measures for the improvement of the 
milk supply in large cities in the Bombay Presidency 

" It is a matter of common knowledge that in other countries 
striking developments in the dairying business have been effec^ 
■by the agency of co-operative societies, and we are of opmwtt 
that much progress may be made in this country by means of tte 
same agency. In such matters as the financing of the milk 
producers, the joint purchase of feeding stuffs, and thecollection 
of small lots of milk there is no doubt that a co-operative socirty 
can be of much use. There is evidence that a co-operative 
society can undertake on a small scale the marketing of its 
milk in a neighbouring town where the distance is not gieat ; but 
doubts have been expressed whether a co-operative society is a 
suitable agency 1 o undertake the more difficult task of handling 
milk for long transport or the work of retaUing milk on a large 
scale which demands a special knowledge and cxperienw, 
together with a degree of care and activity not often fouM 
except where the retailer's personal interests are conc^ed. 
Co-operation cannot be regarded as a substitute for efficiency, 
and if efficiency is to be secured, the enterprise in each case 
must be large enough to afford the cost of capable managem^t. 
The question how far co-operative societies should go m this 
matter, must, therefore, depend on the degree of efficiency 
which they can command and the quest i.m whether there are 
other agencies available to continue the work at the point at 
which they might feel disposed to leave it. 

It is sometimes assumed in this country that what are 
needed to improve the city milk -supply are individuals^^ 
oompanies who will take up the matter on a large wtn 
Modem appliances. It would be wdl to make clear the iffifferencfc 
betVveen dairy farming coircems v. hich aim at j^oducihg th^ 
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own supply of milk which they propose to put on the market 
themselves, and those dairying concerns which merely act as 
middlemen buying milk in the country and putting it on the 
town markets by improved methods. The production of milk 
by dairy farming concerns situated in a town or in its vicinity 
is not likely to be done so cheaply as it can be by the small 
cultivator. The most promising source of milk supply for towns 
lies in the villages, where cultivators keep their animals under 
natural and economical conditions. It is from such sources 
that an adequate supply of milk has been secured for the cities 
of other countries. The transport of milk is no doubt a difficult 
matter in hot countries, but it has been overcome in the United 
States of Ameiica, and in this country for some time past 
pasteurised milk has been sent without difficulty from Poona to 
Bombay, a distance of 119 miles. It should, however, be 
carefully borne in mind that an increase in the number of people 
or agencies who handle the milk in its transit from producer to 
consumer must bring about a corresponding increase in the 
price, and the secret of cheap milk lies in confining the profit as 
far as possible to the producer.” 

The Bengal Presidency .—The Dacca Co-operative Dairy 
is a distributive society. The supply of milk, some 5 maunds 
daily, is obtained from the neighbouring cultivators who, up 
till now, obtained advances from gaolies and sold their milk 
through them. The cultivators have now been formed into 
co-operative societies, and they have obtained loans from the 
Dacca Central Bank to pay off the gaolies and purchase more 
cattle. The cow's are milked by recognized milkers, and the 
society places the milk before the consumers. This scheme is 
the reverse of that adopted at Benares. 

The Punjab .—Three Central Banks stock implements for 
sale, and it is hoped that other banks will take up the work as 
their circumstances improve. 

Burma .—^The cattle insurance societies in Burma are still 
in the experimental stage. Claims have been very few indeed 
and the total payments of premia received not large. But the 
conditirais of Burma are peculiar, and it would be dangerous 
to bs«e conclusions on Burma experience without liberal 
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allowances for the diflerent conditions to be found in India. 
Rinderpest is not the scourge in Burma which it is in many 
parts of India. From Burma comes an interesting example 
of co-operation used to reduce the difficulties of colonization 
in areas lately brought under cultivation. The latest of these 
experiments is one in which a forest reserve has been disafforested 
and thrown open to cultivation. The tract covers about 23,000 
acres. The area is leased to co-operative societies formed by 
groups of cultivators migrating to the area, and is not granted 
or leased to individuals. The tenure is a co-partnership without 
share capital, the funds for the initial breaking of the land being 
taken from the Government in the form of agricultural advances. 
The money is lent to societies at the ordinary rate of interest 
and they make advances to their members at higher rates. 
The difference in the rates of interest and the margin of rent 
over land revenue forms the reserve fund, which will amount 
to a substantial sum in the course of a few years. Thirteen 
settlements have already been formed each with its own society, 
and loans have been granted sufficient to meet all reasonable 
needs of the colonists. When a society has broken up its 
allotment it wall be in possession of a valuable security on 
which it w'Ul be able to borrow from the Mandalay Central Bank. 
The experiment is one of very great interest since it represents 
an attempt to combine collective fa’-ming with co-operative 
principles. As far as it has gone the experiment promises to 
be successful. 

Bihar and Orissa .—In this Province a dairy society has 
been started on the outskirts of Gaya town. It has run more 
or less on the lines of the Benares dairy society, but has one 
advantage over that society in that it has not t<^ spend so much 
on the carriage of milk, being much nearer to the bazaar. It 
has been found to work at a piofit when properly managed. 
The difficulty so far has been to get a grwd manager. 

From the accounts given above, it will be gathered that 
co-operation for purposes other than credit is, in India, still in the 
eiqperimental stage. In some cases the societies are isolated 
qnd independent ; in others they are really based on the credit 
unit.. For all, credit will, in the end, prove to be a necessity; 
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and for every society which has money dealings statutory anfit 
has to be provided. A stage must, in fact, be reached at which 

co-operation between units will proveto be necessary, and itjs 
difficult to see what forms of organization will be found possiwe 
other than those followed by the great Continental systems. 
The policy of concerted action will, in this, as m mMiy other 
matters, be the policy of the future. 

In the Central Provinces and Berar the movement towards 
agricultural co-operation for purposes other than credit made 
its first appearance in 1912. The extremely valuable work 
done by the Provincial Department of Agriculture had not only 
succeeded in arousing public interest to a remarkable degree, 
but had secured certain definite results which, if applied to 
agriculture on the grand scale, would add enormously to the 
wealth and productive capacity of the Province. But, m a 
country of small holdings, the difficulty of bringing agnculture 
as a whole into touch with the demonstration work and teaching 
of a few experts is most formidable. 

The agricultural expcit can, by personal influence and 
constant activity, advise and supervise large farmers men 
of means who can understand and take advantage of the merit 
of fresh ideas. But the large farmer is not, in the Central 
Provinces and Berar, the most important feature of the 
agricultural system ; the distances between large farmers are 
great, and the experts are few. However, tackling the large 
farmers first, the Department of Agriculture supplies them Avith 
pure seed grown on the Government Farms, in order that 
they, in turn, may sow their own private seed farms. From 
these private farms seed is sold to the public under a certificate 
granted to the farmer by the Department of Agriculture ; and 
hence, supervision and inspection by the experts of the I^part- 
ment are necessary. Further, without lower organization 
from the private s^ farm downwards, the chain of purity 
breaks ; and, as the object in view is to eliminate inferior and 
to substitute superior and uniform varieties over large tracts 
of country, it is necessary to continue organization from Hie 
point reached by the private seed farm. And even if the solo- 
tkm of the problem lies in the multiplication of private seed 



ORGANIZATION OUTSIOR THE FKOSRAttON CIRCLE. 361 

farms, it is obvious that, in the mattar of supervisim and 
inspection a small expert staff must soon reach the end of its 
tether. Decentralisation is, therefore, unavoidaWe. It was 
not long before it was recognized that co-operative organization 
alone can provide the agency required for (a) the creation of 
an auxUiary non-official paid staff, and (6) the widespread 
diffusion of pure seed in rural tracts. Unfortunately, the 
development of co-operative credit had not—and could never 
have—proceeded evenly in the different districts of the Province ; 
and, as all the evidence shows, it is not until the average 
cultivator has graduated in the school of the credit society that 
the spirit of co-operation becomes at all strong in him. In fact, 
in this matter of co-operation in agriculture for purposes othw 
than credit, the Province has not yet emerged from the region 
of experiment. Nor would it be reasonable to expwjct more, 
considering that the new developments only date from 1912. 

The main activities of the Provincial Department of 
agriculture are at p>resent concerned with:— 

{{) the improvement of cotton, 

{it) the improvement of wheat, 

(m) the improvement of rice, 

(iv) the improvement of cattle, and 
(t>) the improvement of implements of agriculture. 

In every case, we may, ff)r co-oi)erat ive purposes, undar- 
stand the term “ impro^umcnt " to mean and include only 
tried and proved methods of increasing the profits of cultivation, 
and we iilust deliberately exclude from consideration that most 
valuable and imprortant pan of the Department’s work which 
comprises research and experiment. In Germany, the Federa¬ 
tions, at their testing stations, do a great deal of jrurely scientific 
work ; in India, the co-oprerative machine is still very imp>erfect 
and many of its p>arts cannot be made and fitted for j'cars to come. 

Cotton .—In his Araual Report for 1911-12, the Director 
of Agriculture wote * :— 

" The work of the demcwistratioi’ staff in Berar practically 
centres round the cotton seed farms. There were 40 farms here 


• Paragrapt' 3 J. 
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during the year under report, a number which has been largely 
increased this year in response to an urgent popular demand. 
The Department is running some risk in attempting this with 
its small supervising staff: but with the strong hopes that exist 
of an increase of strength in the immediate future, it was thought 
best to stretch a point in meeting a bond fide public need. The 
farms, which do not as a rule exceed 20 or 25 acres in area, pro¬ 
duced 343,000 lbs. of seed, of which ^ was Rosea. This sells 
at three times the bazaar rate for cotton seed. To provide the 
whole of Berar with seed every year would need nearly 1,000 
such farms. Even supposing the farmers changed their seed 
only once every four years, the number of farms required would 
be more than the Department could properly supervise. The 
Department welcomes the establishment of a co-operative seed 
society at Gaigaon. Co-operative societies are bound to take 
a very important part in the mechanism for introducing improved 
seed to the cultivating public,” 

By 1913 the step indicated in the extract just quoted had 
been taken. " In the management of Cotton Seed Farms,” 
reported Mr. Clouston, the Deputy Director of Agriculture,* 
” instead of depending entirely on scattered seed farms for 
the distribution of seed, Co-o}ierative Agricultural Unions have 
been formed, of which each member has a seed farm, all the seed 
of which he guarantees to keep pure and to distribute for sowing 
purposes. To one of the members sufficient selected seed to 
sow from 25 to 100 acres is supplied from the Government 
Farm, Akola ; other members of the Union get their supply 
of seed from this the Central Farm. The seed farms belonging 
to the other members of the Union are designated Branch Farms. 
Having thus a net-work of seed-producing branch farms fed by 
a central seed farm formed into a Union, the members of which 
undertake to co-operate in the ginning, storing, and distribution 
of the seed, much useful work can be done with a minimum 
amoimt of supervision by our staff. The Department holds 
itself wholly responsible for the purity of the seed of the central 


• Report on the working ol the Cooperative Societies in the Central Provincra and 
Berar, tot 1913-14. paragraph 39. 
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farm, while the supervision of the branch farms is left to a 
kamdar (an overseer) appointed by the Union, who works under 
the direct supervision of two of its members designated ‘ Super¬ 
visors,' whose work, in turn, is supervised at times by the 
Department. As this scheme provides for central farms on 
which pure and reliable seed can be raised under the supervision 
of this Department, the demand foi seed from Government 
farms will in future be \ ery considerably reduced. Government 
seed will be supplied to central farms only, and not necessarily 
every year to all central farms. The strain of cotton grown 
by all the Unions and seed farms is No. i Roseuvi selected on 
the Akola Farm. It has given from 38 5 to 41 per cent, of lint, 
at the different seed distribution centres.” 

In his Annual Report for 1913-14 the Director of Agri¬ 
culture recorded the following remarks (paragraph 31) :— 

" The main feature of demomstration work in Berar was 
the distribution of Rosea seed through private seed farms, 
organized on a co-operative basis. This form of co-(>peration 
has now arrived at a most interesting stage in its development. 
There are some 400 private cotton seed farms in the Division, 
which grew nearly 2 million pounds of Rosea seed last year. 
This was sufficient to sow about 200,000 acres, with an additional 
profit to the growers of from 10 to 12 lakhs of ruijees during the 
coming year. These seed-farms are grouped in Co-operative 
Unicais, of which four have been registered under the Act, 
while 18 are still unregistered. Departmental supervision is 
concentrated on the central farms of these Unions, the channel 
through which the seed from the Akola Farm reaches the 
private farms and ultimately the general public. The branch 
farms of each Union arc inspected by a kamdar trained by the 
Department, but employ'’ed by the Union under the supervision 
of two of its members. This agency secures the purity of the 
seed and the adequaiy of the cultivation. The staff is paid 
’for by contributions made by individual members, at an acreage 
rate, from the profits on the sale ol their seed. It is also 
proposed that the Central Bank, which is the general financing 
agency for all co-operative institutions in the Division, should, 
undertake some control of the woik of the Unions, over and 
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Above the expert agricultural supervision afforded by the 
Department, and an expert staff for the use of the bank is now 
being arranged for. The general lines are so far fairly well 
accepted; but there are two serious difficulties. Not many 
of the best co-operators are expert agriculturists and few of the 
best agricultural members have much experience in co-operation. 
This is a source of weakness for the present ; and the true 
remedy seems to lie in an extension of the system of co-operative 
credit in the Division. Co-operative credit is the simplest 
form of co-operation, the most readily intelligible and the most 
directly educative. It will be far more easy to teach the 
agriculturists co-operation than to give the co-operators, many 
of wiiom belong to the urban educated class, a knowledge of 
agriculture. As the idea of co-operation permeates the areas 
occupied by the different Unions, it will Iw possible to put more 
and more of them on a truly co-operati\-c basis. The staff 
of the Unions are paid for and other general expenses are met 
by the profit on the sale of seed ; and several Unions are also 
beginning to earn quite appreciable sums as commission on the 
sale of implements. The Sonwadhona Union made Rs. 64 
from this souice last year. These Unions fulfil other useful 
functions. Tlie Khamgaon Union managed a ploughing com¬ 
petition and nearly all the Unions took an active part in the 
dissemination of agricultural information.” 

On the 30th June, 1915, there were ii registered CottOT 
Unions and 28 unregistered Unions working on probation under 
the supervision of the Agricultural Department. During 1914-15 
the II registered Unions produced 579,500 lbs. of pure/?osc«»f 
seed and made profits amounting to Rs. 29,800 for their 179 
individual members. The 28 unregistered Unions were reported 
to have made a profit of Rs. 25,560. 

The Co-operative Cotton Union represents co-operative 
effort in an extremely simple form. In fact, the form of wganiza- 
tk»i is that of a mutual association rather than that cf a co- 
opCTative society. There is no share capital and no borrowing 
power. The sole liability which the members incur is that for 
their contributions towards the pay of the Union kamiars, and 
this is gen^lly arranged for means of small »:reage rates 
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of from two to six annas. The Unions act as agencies only for 
the sale of implements, and they stand to lose nothing m their 
capacity as such. Membership is open to societies, members 
of societies, and to individual cultivators; and the area of 
operations is restricted to villages within tolerably easy reach 
of a good ginning centre where the necessary arrangements can 
be made for the separate ginning of the cotton (to avoid the 
admixture of seed) and for a slow speed machine (to avoid 
damage to the seed). In demarcating limits for Unions of this 
type, facilities for transport have also to be considered : and 
it must be recorded that two Unions have already made arrange¬ 
ments to sell their pure Roseum lint jointly and in bulk, a move 
which has procured for them better prices of from Rs. 2 to 
Rs. 3 per bojah of 280 lbs. In connection with neighbouring 
Unions, a small society at Paras, a convenient railway centre, 
works a ginning plant, its organization bemg based on share 
capital and limited liability. This society has done W’ell, but 
it is obvious that the Unions would save money if they could 
find their own share capital and manage their own giijs. 

The question of granting borrowing powers to .societies 
organized on a basis which is not compatible with the principles 
of unlimited liability presents .serious difficulties which, however, 
may not piove insuperable. A limiting factor in the possiMe 
expansion of Cotton Unions is to be feund in the demand for 
Roseum seed; for, as the Director of Agriculture has ppinted 
out, 1,000 farms of 20-25 acres each would supply the whole of 
Berar. When, therefore, the Unions, in the aggregate, control, 
say, 25,000 acres there will be no further fields for them to 
conquer unless their constitution assumes a far more elastic and 
comprehensive shape. Their final geographical distribution 
must, of course, be worked out in actual practice ; for if Unions 
are started too close to each other, th<‘ influences of supply and 
demand viill come into play, the most efficient Unions will 
survive, and the mefficient will cease to earn profits. Although 
almost every form of agricultural co-operation roust rest, in the 
end, upon a credit basis—for success brings with it the need for 
crediit, and, for this reason, the future of the !^ieciia% df>dsnd 
UBieos is no means certain-^it would be foolish to i^spamge 
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the very rapid and valuable results which liave been obtained. 
Co-operation for credit has not, in every country, been the 
beginning of the co-operative movement : and, in the writer's 
opinion, the Cotton Unions have been and are a suggestive and 
conspicuous object-lesson. 

There are three million acres under cotton in Berar. The 
subslitulion of pure Roseiuii for ni dinary lui.xed Jari adds 
Rs. 6 to the grower’s net profit per acre, and would add 128 
lakhs f)f nijiees to the annual value of the Berar cotton crop. 

Wheat.-Thv. diffusion of wheal seed of new and improved 
varieties is effected by intdliods which are practically the same 
as thos(! emjiloyed for cotton sit'd. The successive stages are 
lh(i (luvenuuent I'uim, the ccrfifiitl s«id farm, the Union, the 
member of the Union ; and. of cour>e, there is another route 
open, namely, the Central B;ink, the credit society, tlie individual 
member of a credit ^ociely. .kdvames are leadily made by 
Central Banks to credit societies, llu; members of which desire 
to purchase pure seed. Thus, when, in 11)14, there was a 
shoittige of wheat seed in the Siliora Talisil of tlic Jubbulpore 
District, the Central Bank in that anra imported, on behalf of 
its affiliated societies, 2,660 maunds of selected pissi from the 
departnumlally sup<'r\ised seed farms in the Hoshangabad 
District. The credit societies in the Siliora Tahsil sent in their 
indents for seed to the Central Bank, but the wants of 53 societies 
only could be supiilicd from the stocks a\ailable. In the same 
year, two registered Seed Unions, in the same Tahsil, sowed 
70,000 lbs. of pure wheat seed. I'liese Unions consist exclusively 
of credit societies (thirteen in all), and though their working 
has added Rs. 4 per acre to culti\ating profits, tet as corporate 
bodies they make verj^ small profits, the reason being that their 
object is to secure the greatest benefit for the individual 
cultivator, the services of the Union being made as cheap as 
possible. Here, It may be pointed out that the importation of seed 
and the purchase of the initial supply of seed by the two Unions 
hinged on the credit organization and on the special arrange¬ 
ments made by the Central Bank. These Unions rest, in fact, 
upon a credit basis, namely, the credit of the societies which are 
their members, and their constitution is strictly co-operative. 
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There are in the Sihora Tahsil 5,200 members of credit societies ; 
and when loans for seed are required every effort is made to 
supply seed from one or other of the numerous certified seed 
farms in the locality. The best testimony to the work which 
co-operation has done in this area is, perhaps, the fact that 
whereas a few years ago the maximum standard of purity for 
Sihora soft white wheat, as fixed by Messrs. Ralli, was seldom 
as high as 80 it is now 92 per cent., tlie produce fetching a 
correspondingly better price witli reference to current market 
rates. 

In the Betul District the credit soc ieties arc now alive to 
the value of pure seed, of which they absorbed more than 
200,000 lbs. in 1914; a Gorernment larin has been opened, and 
organization is proceeding. Ground has also been broken in 
the Narsinghpur District, in the Harda Talisil of the Hoshanga- 
bad District, and in the Patan and Jubbulpore Tahsils of the 
Jubbulpore District. But the future depends, in reality, upon 
the success met with in teaching the members of credit societies 
what co-operation really means ; and it is not till our credit 
organization is far more complete that we can expect co-operators 
to clamour for such things as joint sale, and to be moved, 
by the new ideas within them, to Krfijrm their ways. Nor, 
indeed, can the Provincial co-operative movement hope to run 
ahead of the Provincial env ironment ; anc' the sphere of activity 
will continue to be restricted by such factors as the situation 
of the markets, the quality and kind of commnnicatif>ns available, 
and the state of general education and popular efficiency. 

There are in the Central Provinces and Berar approximately 
3,500,000 acies under wheat ; and if the whole of this area 
could be sown with the prolific and valuable \ arioties introduced 
by the Agricultural Department, cultivating profits would be 
increased by some Rs i,40,'>o,ooo. 

Rice .—The most serious problem which the Administration 
of the Cencral Provinces has so far had to face has been that 
of the recurring lamines of the last de ade but one. The menace 
of widespread famine, though a series of favourable seasons 
has hdped us to forget it, is always present ; and one or two 
years of drought might at any time prove calamitous. Against 
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this danger, the ultimate safeguard can only be a wide extension 
of irrigation. To obtain this, a very heavy outlay is required— 
an outlay for which it will be difficult to find the moaey, unless 
the works, when constructed, pay an economic rate of interest. 
To this end, the utmost use must be made of the soil and the 
water ; agricultural science must teach the cultivators what 
new methods of tillage, improved seed, and the proper use of 
all available manures, can do. But agricultural science must, 
in its turn, await the help of an organized and enlightened 
system f>f finance, and for this we must look to co-operative 
credit. 

Of late years. Government has been busily engaged in the 
construction of irrigation canals and tanks, and these cannot 
fail to have a profound effect upon the economy of the tracts 
they -serve. The backward country of Chhattisgarh will soon 
be given water from the Tendula and Mahanaddi canals, works 
which will command a cultivable area of 1,410,441 acres, and 
will cost over two crores of rupees. Along the routes of these 
big water-courses the character of local agriculture is certain 
to alter : and, if the investment w'hich these irrigation works 
repiesent is to j icld a satisfactory return, sugarcane and trans¬ 
planted rice will take the place of other and less valuable crops. 
Now, the results of all experience show that, besides tire character 
and distribution of the ramfall. the most importajit factors 
which regulate the demand for canal irrigation are (i) want 
of capital, and (2) want of manure. As regards manure the 
difficulty is great. Irrigated crops trench on the temporary 
fertility of the soil, which must be restored either by manure 
or rest. Irrigation, therefore, cannot be carried beyrmd the 
limits which the supply of available manure fixes. A practical 
illustration is to be seen in the sugarcane cultivation around 
Poona, the entire industry being the outcome of the joint sufffy 
of water and of manure, whereas neither, by itself, would have 
been sufficient. It was not until the canal was brought 
to this tract that the sugarcane cultivatum sprang and them 
the growers found that they must have mamue as weH. Meerut, 
Amritsar, Hoshiarpur, Mahim. Avenashi and muBeroos ethM 
places furnish similar mstances. In all areas it 
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is by no means imcommiai for cultivators to pay as much as 
Rs. 200 to Rs. 380 per acre for manure. As pointed out by Sir 
Edward Buck, with unlimited manure water will raise the rental 
of land to Rs. 50 an acre or more ; while with no manure water 
will merely rob lands of their fertility and render them practically 
worthless. Water and manure are, in fact, interdependent, 
and in most cases it may be said that either of them alone is 
useless. 

Chemical and other manures must always be supplemented 
by organic matter ; and the main source of the cultivator's 
manure supply must, therefore, continue to be his cattle. It 
is most necessary, therefore, that the cultivator should be induced 
to improve the breed of his cattle and to feed them better, 
in order to increase the supply of manure ; and, in order to do 
(his, he must grow foddei crops. 

But the improvement of agriculture in irrigated tracts 
does not end with the matter of manure. It is very important 
that the cultivator should not make wasteful use of the water- 
supply, in order that irrigation may cover as large an area as 
possible ; and there is no better economic education for the 
ryot than that furnished b}' the mutual discipline of a good 
co-operative societ\ working under pioper supervision. The 
purchase of crushing plant and of other improved implements 
of agriculture will, of course, become a r.ecessity ; and on the 
heels of co-operative credit must follow co-operative distribution, 
production, and sale. Unless, in fact, the supply of water to the 
Chhattisgarh cultivator is backed by co-operative organization, 
the efforts of Government tt. develop the resources of the country 
by means of irrigation and improved agriculture cannot meet 
with a full measure of success. Capital in large amounts and 
at reasonable rates must be forthcoming ; and it is of urgent 
importance that a network of sound co-operative societies 
should be formed before the irrigated tracts are exploited by 
the usuier. 

The development of the areas which are commanded by 
the irrigation works already constructed and under construction 
is, however, only one aspect of the matter. There are promising 
schem^ for other large irrigation works in the Provinces, but 
cs 34 
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whether they are undertaken or not must depend on the success 
of the present ventures. The extension of co-operative credit, 
and the consequent development of agriculture which will 
follow in its wake, will thus have a far-reaching effect in hasten¬ 
ing the extension of irrigation to other portions of the Provinces. 

Rice, of course, is a crop of great economic importance 
not only in the Chhattisgarh Division, but in the districts of 
Balaghat, Chanda, and Bhandara as well, and in these tracts 
irrigation provided by large tanks and the Wainganga canal 
which commands a cultivable area of 147,849 acres, must be 
employed to the fullest advantage. As regards rice cultivation 
most of the area which is to come under irrigation is sown with 
early rice, sown broadcast, and, in Mr. Clouston’s opinion, 
polluted with a very high percentage of karga, or wild and 
practically worthless rice. Now, if both irrigation and trans¬ 
plantation are made use of, and if medium and late varieties 
(such, for instaticc, as Parewa and Gurmatia) are sown, cultivat¬ 
ing profits will (Mr. Clouston thinks) increase by as much as 
Rs. 25—30 per acre. If the necessary labour is not available and 
transplantation impossible, still (according to the same author¬ 
ity), by sowing the later and heavier yielding varieties and by 
irrigating, profits can be increased by about Rs. 14 per acre. 
Both transplantation and irrigation, however, call for manure; 
and exactly the same considerations which apply to the growing 
of sugar apply to that of rice, although capital is not required 
to the same amount. The efforts of the Agricultural Depart¬ 
ment to demonstrate the advantages of rice transplantation 
have met with a remarkable degiee of success ; but, here again, 
the limiting factors in the situation can only be removed by the 
agency of co-operative organization. 

The co-operative movement was unknown in the districts 
of Chliattisgarh until 1912, and it is, therefore, scarcely to be 
wondered at that, so far, we have only 2 small Rice Unions, 
both in the Drug District. These were rostered in 1916, 
and th^ are mutual associations rather than co-operative 
sodetfes. Borrowing powers have not been granted. 

CatOe .—^The im^E'ovement of local breeds is a matter 
vduch deepfy affects the wdfare of an agricultural and pastoral 
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Province. It is a well-known fact that the cattle of Chhattisgarh 
are the poorest to be found in the Province and the least cared 
for by their owners. The breed being very small, the bullocks 
are considered too weak for draught purposes in other districts; 
consequently, there is no outside demand for them, and locally 
they sell at from Rs. lo to Rs. 20 each. It is the custom to 
keep a large herd in every village though there is very little 
grazing worthy of the name. For stall-feeding the cows and 
young stock get little but rice straw, and only enough of that 
to ward off dire starvation. Under these circumstances, 
needless to relate, the cultivators of this tract take very little 
interest in the breeding of cattle. Assisted by a grant of land 
from Government on favourable terms, several of the local 
land-owners have started, at Nawagaon, near Raipur, a breeding 
society on the Swiss model {see Study F. Chapter V, Part II). 
Another society of the same kind, but with the malguzar and 
tenants of two villages only as members, has been formed at 
Khandwa, not far from Raipur. A silver cup offered, in 1915, 
for the %»est group of 12 cows and i bull, at the Raipur A^i- 
cultural Show, was won by the Nawagaon Society. These 
two societies are not really upon an economic basis; for the 
most serious difficulty in the way of this l:ind of co-operative 
enterprise, namely, tlie reservation of a large grazing area, has 
been met by the grant from Government of leases of an excep¬ 
tional nature,—exceptional because the areas which can be 
leased in this way are very few in number. They are, in fact, 
disused " fuel and fodder reserves," found to be unsuited for 
use as such. 

Still, these pioneer societies have introduced new ideas 
to local people, and they represent the encouragement of co¬ 
operative enterprise on lines which are capable of modification 
to suit the needs of different localities ; and if, in the opinion 
of qualified experts, stall-feeding and sufficient ground for 
exercise can be substituted for a large grazing area, there is, in 
the Central Provinces and Berar, a future for pedigree breeding 
by co-operative societies with share capital and limited iiabUity. 
lliese societies, also, have not been granted borrowing 
powers.' 
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In Nagpur, two Co-operative Credit Societies of Gaolis 
work in conjunction with the Dairy managed by Mr. Byramji 
Pestonji which is situated on the Telinkheri Farm. To these 
societies, the Department of Agriculture is able to sell concen¬ 
trated feeding stuffs at wholesale cost price, or about 25 per 
cent, lower than that in the bazaar. Bulky fodders are supplied 
cheaply from the Telinkheri Seed Farm ; and grazing is found 
at specially favourable rates. Sheds for the cattle are provided 
free of cost. In this way, I think, these societies fully make up 
the money which they lose by the interposition of the Dairy 
(with Mr. Pestonji’s intermediary profit) between them and the 
purchasing public. At any rate, after the first society had been 
working for some time, the application for the registration* 
of the second society was submitted quite spontaneously. These 
societies are financed by the Nagpur Central Bank, and they 
are, strictly speaking, within the Federation circle. They 
work, however, under close Government supervision, and their 
circumstances are w'holly excepti(mal. 

The total quantity of milk, butter, and cream di^ributed 
by the Dairy during 1914-15 was 220,750 lbs., 2,240 lbs., and 
817 lbs., respectively, the corresj)onding figures for the previous 
year being 149,900 lbs., no lbs., and 140 lbs. “ The direct 
result of the scheme is the inestimable benefit of a really good 
milk supply at Nagpur.”* 

It is th(' writer’s opinion that, in practically every town 
in the Central Provinces and Berar, the stricter control of the 
milk supply by Municipalities would, if combined with co¬ 
operative organization either of producers or consumers, be of 
immense public Ixinefit. The main obstacles to improvement 
in this direction are custom, prejudice, and lack of initiative, 
as well as the fact that dirty and polluted mUk finds a ready 
sale at very remuneratrie prices. 

Agricultural Implements. —Fi^•e Central Banks stock and 
sell to the public, as well as to members of societies, improved 
implemraits tested and recommended by the Department 0 
Agriculture. The Central Banks are agencies only, and are 
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paid a small commission on sales. The experiment has met 
with most encouraging results, and the members of the primary 
societies are beginning to understand that an improved imple¬ 
ment may, after all, put money into their pockets. Where, 
a year or two ago, the sales of improved implements ran into 
hundreds of rupees they now run into thousands, although of 
course the business is altogether new. It is possible that, alter 
years of further experience, the Federation ma>', as a distinct 
and separate branch of its work, organize a central depot for 
the manufacture and repair of agricultural implements. 

There are, in the Province, a few societies of separate and 
special types such as those in the Government Press, in the 
Comptroller’s Office, in the Central Post Office Circle, and in 
the Gun Carriage Factory at Jubbulpore. Tliere is also a 
Co-operative Motor Union, which is affiliated to the Motorist’s 
Mutual Co-operative Society in England, and is certain to 
become a powerful and influential body, if only it receives the 
loyalty and support of its own members. These last societies 
are not, and probably never will be, within the circle of the 
Federation. 
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Co-operative Credit and the Central Bank. 

(The Agricul/ural Jcuriml oj India, January, 1907.) 

So many people have already written on the subject oi Co-operative 
Credit that I hesitate to swell tlie number. My only excuse is that I do so by 
invitation. Some two years ago, when the first attempts to instil the principles 
of co-operative credit amongst the people of the Central Provinces were made, 
it was supposed that any effort to establish societies would probably fail - 
unless the money-lending classes were first conciliated. “ In order to love 
mankind,” said Helvetius, “ one must not expect too much from them ; ” 
an endeavour to induce the leopard to change his spots was no plank in the 
platform of co-operative credit. It was recognized that in dealing with men 
of business instinct and tradition, no ” dusty answer ” would be sufficient to 
convince thos(> whose “ souls are hot for certainties ” in the shape of principal 
and interest. It was of primary importance to convince these classes that 
the co-operative credit movement would l)enefit them as well as others. The 
tactics ado]>ted were cautious and may be described in the words of Francis 
Bacon—” not to undertake things teyond the strength of Government, not 
to row against the stream, not to wait lor occasions always, but sometimes 
to challenge and induce them.” It was amongst the money-lending classes 
that the gos]»l of co-operative credit was first preached. 

It was necessary to explain to the capitalist the meaning of co-operative 
credit and to show that rural societies afford scope for safe investment with 
a prospect of a reasonable return. In order to do this satisfactorily, it was 
not forgotten that there is but one general rule of evidence—the best must 
be produced that the nature of the case wilt admit of. Recourse was had to 
practical demonstration. A few societies were started with capital raised 
partly by shares sold to members, and partly lent by Government or the 
Court of Wards. The rate of interest on loans to members was low—9 per 
cent.; members alone could borrow ; after the provision of a reserve fund, 
profits were to be distributed pro rata to the shareholders. 

The main objections taken to these societies were that they were not such 
societies as the Government of India contemplated when legislation was first 
undertaken, that they were mere profit-making machines run for the benefit 
of some of the non-borrowing members, and that neither Wolff nor Raiffeisen 
would be able to trace in them any resemblance to the ;* -;ieties of which they 
were the founders. These criticisms were sound and fair; but the initiat 
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were formed as a stepping stone towards better things. As has 
already been pointed out, it was considered essential to enlist the sympaAy 
of the non-borrowing classes. Accordingly in these first societies, borrowing 
and non-borrowing members were deliberately amalpmated in one body. 
“ All confidence is dangerous unless it is complete,” said La Bruyire : “ there 
are few circumstances in which it is not best either to hide all or to tell all.* 
It was clearly of great importance that the non-borrowing classes should have 
an opportunity of becoming acquainted at first hand with the working of 
societies having machinery bearing some resemblance at least to that of the 
rural societies which the later development of the Central Bank would finance. 

These first societies are now flourishing in the Central Provinces and are 
fulfilling at least one function of Raiffeisen Societies. They are succeeding 
in providing any man, whose character stands high enough with his fellows 
to procure him election as a member, with money to carry on his cultivation 
at a reasonable rate of interest. The management of the affairs of a society 
is vested in a committee elected by the members themselves. The greatest 
objection to which these societies stand open at present is that they are more 
or less dependent on a certain amount of official supervision, but it would be 
wholly erroneous to say that the societies were started ” by Governnwnl 
Order.” The fact is that when the cause of co-operative credit was first pleaded 
with the people as they sat round the writer’s camp fire they themselv« 
stipulated fora certain amount of aid and suiiervision at the outret 
Accordingly when the societies formed in the Hoshangabad District firef 
started practical work, being still but infants, their steps were very carefuU 3 
guided. The various committees received no orders ;’they were not peremptoril3 
told that they must do this or must not do that; the chaprtissis at the door hai 
strict injunctions to usher at once the ” Secretary Sahibs ” and the ” Presiden 
Sahibs ” into the presence, and many were the .occasions on which they ca^ti 
seek advice an<l assistance. It must be confessed that at first many of th< 
people received the idea of co-operative credit nee amore et sine odio. Bu 
dawning perception has awakened a spirit of real inte.est, and tiiese societie 
stand as successful object lessons, if not of the ideal form of co-operativ 
credit, at least of the fact that joint responsibility and admission t 
membership by election produce a body of honest borrowers. 

It is a common cry that there is no public spirit amongst the people o 
India. H one were to ask amongst which class there is the least desire for th 
welfare of others, the answer would probably br " amongst the money-knders. 
But it is a fact that the Bauias of the Central Provinces, just as the Jews c 
other countries, are the class whose application to business is greatest, aa 
whose success is most proverbial. We know how in the history of the wori 
the Jew has for centuries been cast for the r6k of the oppressed; we knoi 
the present positi..n of the Jew in Russia and Germany. It would be too mac 
to say that the Bania is the object of universal animosity, but it cannot I 
disputed that he is often regarded wfth the eye of suspicion, and genei^y < 
Jealouiy. Like Shylock, he wants his pound of flesh. In common with ti 
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physician his services are only sought by those whose necessities demand them, 
and in common with the physician the price charged for the benefit bestowed 
is frequently condemned as extortionate. While, however, the services of 
the doctor frequently inspire feelings of gratitude, the usurer has in all countries 
and in all ages been unpopular. It was Tocqueville who said that “ he who 
despises mankind will never get the best out of either others or himself.” 
The saying is one which is worth the consideration of the worker in the cause 
of co-operative credit. “ If by the term public spirit,” wrote Major-General 
Sir W. H. Sleeman, " be meant a disposition on the part of individuals to 
sacrifice their own enjoyments or their own means of enjoyment for the common 
good, there is perhaps no people in the world among whom it abounds so much 
as among the people of India. To live in the grateful recollections of their 
countr5rmen for benefits conferred upon them in great works of ornament 
or utility is the study of every Hindu of rank and property. Such works 
tend in his opinion not only to spread and perpetuate his name in this world, 
but through the good wishes and in ayers of those who are benefited by them 
to secure the favour of the Deity in the next.” 

Next, then, to pointing out to the money-lending classes that to invest 
money in Co-oix;rative Credit Societies was worth their while, it was expedient 
to lay stress on the fact that the movement was a ])hilanthropic one, designed 
to ameliorate the condition of the tillers of the soil. To aid in such a move¬ 
ment is to acquire merit. The inducement is one that teinjits civilised men 
of nearly every race and creed. The argument gathered strength when the 
results of tlie money-lending transactions of some of the leading Banias were 
revealed. It fell to the lot of the writer to assess the income-tax and to 
hear the usual pleas for a decrease in the burden of taxation on the score of 
decrease in income. The task presented many opportunities to one desirous 
of ascertaining what proportion of interest (at the usual " sawai ” or 24 per 
cent, per annum rate) was actually realized. If ansdhing definite could be 
arrived at, then the guide to the rate of interest that would attract capital 
would be invaluable. Once satisfy the money-lender that new ways of 
employing his money would bring him in as much interest as the old, and a great 
deal would be accomplished. No one will dispute that the methods which 
entail the employment of lawyers and pleaders, attendance at court and legal 
costs, must necessarily be very expensive. The law too is uncertain, and just 
claims are sometimes defeated. When, then, several moneylenders proved 
that the income derived by them from the capital sunk in small loans yielded 
a return of only 8 to 10 per cent, co-operative credit scored another notch. 
The contest became one between knowledge and tradition. It was pointed 
out to the money-lenders that rural societies were small afiairs for small people 
only; that the scheme of operations did not include such folk as large land¬ 
holders anxious to borrow a few thousand rupees for fireworks; that the 
old game of a man burdenit^ his resources with the interest on large sums 
borrowed for ceremonial expenditure and then being unable to pay the interest 
in pow seasons, most contmue to be played ; that, in fact, no encroachments 
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•«m the profitable portions of the money-lender’s happy hunting ground were 
to be made. The writer recollects the keen interest with which the Banias 
heard of the enormous fortune left by the most notorious money-lender of 
recent years, the late Mr. Sam. Lewis, and of his methods; how Mr. Lewis 
never made small loans but confined his dealings entirely to advancing many 
thousands at a time on the security of very valuable property. In the end, 
many of the Banias were convinced that the creation of rural societies would 
afford them a safe means of investment without any of the expenses of collec¬ 
tion attendant on traditional methods, that the net return would be as great, 
if not greater. 

Had the writer stayed in the Hoshangabad District, his next step would 
have been to form Tahsil Central Banks to which rural societies would have 
applied for money. The last section of the Co-ojxuative Credit Societies Act 
confers a very wide discretion as to registration. Kobody pretends that a 
Central Bank with capital subscrilx'd by the leading men of the tahsil, managed 
on purely business principles, and existing solely for the purpose ol lending 
money to rural societies, is itself a Co-operative Credit Society in any sense 
of the term. Yet it exists for the purpose of associating the best business 
talent available with the co-operative credit movement, and is intimately 
connected with the scheme for financing and testing the merits of the class 
of rural societies roughly sketched in this article. The Central Bank should 
then be registered under the Act. Shareholders in the Ointral Bank can, of 
course, reside anywhere, but the committee should be chosen from shareholders 
resident within the tahsil. What is wanti'd is a committee with good local 
knowledge of all (larts of the tahsil. It will not only control the internal 
affairs of the Central Bank, but will consider the applications of rural societies 
for loans and decide to what extent individual societies are bankable. The 
Central Bank is not only to be the source wheiice rural societies arc to derive 
their capital, but a itreans of gauging the worth of nct.ly-fornred rural societies. 
It may be argued that too much power will lx; left in the hands of the Central 
Bank, that as “ interest speaks all sorts ol torrgucs and plays all sorts ol parts, 
even the part of the disrnterested,” the Central Committee will be able to starve 
the rrrral societies, and thus kill me movement. To this no present answer 
can be given. The question is one of confidence, and time alone can prove 
whether that confidence has been misplaced or not. It is idl to apply closet 
logic to schemes of co-operative credit. The personal equation must always 
count for much. Let us be content to go to school with experience. “ English 
men,” wrote Sir Henry Marne, “ arc wont to be content with the rough rule 
of success or failure as the test of right or wrong in national undertakings." 
Though rough, the rule is not a bad one when jud-’ing schemes of co-operative 
credit. 

It may be suggested that the most convenient method of raising capital 
for the Central Bank » by guarantee and subsequent call for payment. This 
prevents the accumulation of idle money. It is from the Central Bank, then, 
that the rural societies are to obtain money. The district officer mint form 
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the rural societies as he finds opportunities when in <V'.mp. He mmt explain 
the advantages of co-operative credit to the villagers ; he must aid in dra^g 
up simple rules, the articles of association, and the application for registration! 
and he must superintend matters until the rural society is launched as a body 
corporate. Once that is accomplished, the rural committee must look to the 
Central Bank for their funds. The Central Committee will enquire as to 
whether the new society is bankable or not, and, should their enquiries be 
satisfactory, will grant the rural society a credit, a cheque book, and a pass 
book. The cheques of the rural society will be cashed when presented, and 
interest will ntn from the date of disbursement only. A date must be fixed 
for the repayment of each sum disbursed, and default will mean suspension 
of further credit. Probably it will be found most convenient to settle accounts 
two months after each harvest. Government should not be asked for a rupee. 
The writer has not yet met a single man who urged that Government sho^d 
aid with money in order to show that its purpose w-s earnest, without finding 
that the idea had been put into his head by an officer of Government. Directly 
the maker of such a request was invited to think for himself, he could discover 
no reason why Government should not be earnest. 

These rural societies will be able to borrow at nine per cent, and lend to 
their members at twelve jier cent. The small margin of three per cent, will 
provide all necessary working expenses and will in course of time furnish 
reserve and working capital. But no elaboration of the subject is required 
here. In attempting to solve the problems which confront us, kt us steadfastly 
bear in mind that it is the first purpose of co-operative credit to provide the 
cultivator with cajiital at a reasonable rate of interest. IGie Government o 
India have laid down that the establishment of rural societies is to be our first 
care. Let us not then bo too read}, as Mrs. Browning says, 

“ to talk by aggregates 
Ami think by systems, and, being used to face 
Our evils in statistics, be inclined 
To cap them with unreal remetlies 
Drawn out in hast<*.” 

In matters co-operative we must not advocate too strenuously the rigid 
application of the methods of another hemisphere. It should be possible to 
clothe the spirit of co-operative credit in an Indian garb without the usua 
ofificial trimmings. Very possibly her attire will not be the latest confection 
from Utopia, but it can lie, none the less, a practical working garb. 
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Wilhelm H.^AS. 

Wilhelm Haas, the legal representative (Gencralanwall) of the National 
Federation of Agricultural Co-operative Societies, died at Darmstadt on the 
8th of February, 1913. The German agricultural world has lost in him 
one of its most valuable members. For forty years he took a leading part 
in the agricultural co-operative movement of Germany, first of all in the 
somewhat limited sphere of his native country, the Grand Duchy of Hesse, 
but later, after 1883, as head of the National Federation of German Agricultural 
Co-operative Societies. This Federation, the proportions of which were at 
first but modest, developed under his direction until it became a powerful 
organization for almost the whole of German agricultural co-operation. But 
not only for the German farmers is his death a great loss. The sincere 
condolences sent to the National Federation from a large number of foreign 
countries show the high consideration in which Haas was held even beyond the 
frontiers of the German Empire. And, indeed, his action was not limited to the 
field of German agricultural co-operation, for the more the latter has developed, 
the more it has served as the model for foreign countries. 

Haas always assisted the co-operative movement abroad both actively 
and with advice and. in the same way, he alv\ays did his utmost to profit by 
the experience of other countries and the results obtained in them for the 
benefit of German agriculture. He was in friendly relations with most of the 
men working for the same ends as himself in other countries, and his great 
services to the co-operative institutions received their fitting reward in 1906, 
when, on the foundation of tl e International Federation of Agricultural 
Cc>-operative Societies, he was apjxjinted its President. 

Haas was born at Darmstadt on October 26th, 1839. In 1862, he entered 
tue service of the Government of the Grand Duchy of Hesse. In ibfig he was 
appointed district assessor of the Grand Ducliy in the office of the Friedberg 
District in Upper Hesse. Ten years later, in 1879, he was Councillor of Police 
at Darmstadt, and, in 1886, he was District Councillor for the Offenbach 
District. H; held this important office until 1900. Then he left Government 
service to devote hansclf entirely to co-operntive work. 

In 1872 he br.gan his work in the field of co-operative organization. He 
founded that j-ear the Agricultural Distributive Union of Friedberg. Already 
in his position as member of the Provincial Agricultural Union of Starkenbeig, 
of whifch be was later on President, he had studied the needs and aspirationa 

( iU ) 
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of the agricultural world. With the loan and savings banks, the agricultural 
■distributive unions were the earliest agricultural associations in Germany. 
It was in the Grand Duchy of Hesse they first extended themselves and in 
greater number than elsewhere. But, as long as they acted independently 
of each other they could only partly succeed. Haas conceived the plan of 
uniting the societies in a single Federation. Fifteen societies, with altogether 
1,070 members, immediately adhered to the Federation. 

Haas was elected President of the Federation. In that office he soon gave 
proof of extraordinary talent as an organizer and administrator. In a short 
time the agricultural distributive unions increased very remarkably in the 
Grand Duchy of Hesse, so that, at the end of 1875. the number of societies 
belonging to the Feaeration were already 40. The efforts of the Federation 
were crowned with complete success. It did not confine itself to doing its 
utmost to obtain tetter terms for the farmers by means of collective purchase. 
It also interested itself in arranging that the articles supplied should be of 
good quality. 

The Federation continued working up to i8qo to the great advantage of 
agriculture in the Grand Duchy, it was then transformed into a Federation 
of all the different sorts of agricultural co-ojx;rative societies. Its action was 
now limited to the representation of the general interests of the co-operative 
societies and particularly to the inspection of the affiliated societies, as pre¬ 
scribed in the law on co-operative societies. Its work as intermediary for the 
collective purchase of goods was entrusted to a Central Co-operative Society, 
the foundation of which had teen made possible by the new law. 

The metluKls adopted by the Federation of the Grand Duchy of Hesse 
and the systems employed by it were soon taken as examples in the foundation 
of co-o}x:rative purchase societies and federations in other parts of the German 
Empire. Some associations founded in the States adjoining the Grand Duchy 
of Hesse, in the districts near the frontier, even requested to te affiliated to 
the Federation. Their apiilications could not be accepted. Haas, in fact, 
as he declared in 1876, thought it preferable that these associations should 
endeavour to promote the foundation of new societies in their own districts 
and afterwards unite with them in Provincial or National Federations. 

But, at the same time, Haas showed the possibility of uniting the District 
Federations into a general federation. The idea became realisable in 1883, 
when it was decided to promote a federation of agricultural co-operative pur¬ 
chase societies and dairies, and this led to the formation of the Federation of 
German Agricultural Co-operative SiKieties. At first, it was composed of 
nine Federations, which had 239 societies as members. Again, Haas was elected 
president and manager. From this moment his name became closely associated 
■with the most im]X)rtant events of German agricultural co-operative life. 
The develojanent of this Federation, which in 1890 assumed the name of the 
General Federation, and in 1903 that of the National Federation of German 
Agricultural Co-operative Societies, cannot be considered apart from that of 
German agricultural co-operation generally. ^ 
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After the death of Raiffeisen in 1889. it was decided to receive Credit 
Societies as members of the Federation. There had been two Federations, 
the one headed by Raiffeisen, the other by Haas, and they were long enemies. 
Raiffeisen and Haas had not the same conception of the manner in which agri¬ 
cultural co-operation must work nor of the aims to lx; assigned to it. 

In the struggle for the leadership of the Gernran Agricultural Co-operative 
movement between Raiffeisen’s General Federation and the National Federa¬ 
tion, the latter incrmtestably had the advantage. To understand this we must 
remember the contrasting principles of the two Federations. 

The very basis from which Raiffeisen started in founding his loan and 
Savings Banks was the Christian idea of brotherly love. He did not place the 
economic advantages the societies offered their inomlK’rs in the first line. His 
principal object was the spiritual and moral eler’ation of the agricultural 
population by means of the educative influence of association, and, in addition, 
the support and encouragement granted, above all, to the needy and to persons 
in bad circumstances. He did not allow the profits obtained in the business 
to be distributed among the members at the end of the year or at the dissolution 
of the society. R.iilfeiseii made the recognition and the practice of these 
fundamental principles a condition for the admission of societies into his 
federation. Besides his system was dominated by the idea of the strictest 
centralisation, not only as regards the representation ot the general interests, 
the management and supervision ol the Co-oix‘rative Societies on the part of 
the Federation, but also in evertlhing relating to its business. The provincial 
branches <.>f the Federation were only to be administrative branches. The 
Kaiffeisr n sy.-tem vui'-, m lact, really founded on a single type of Co-operative 
Society, that of the Co-ojx rative Credit Societa s also engaged in collective 
jmrehase, to which other tyiics were regarded as subordinate in imixjrtance. 

The lundameutal and guiding principle 01 ilw National Federation was 
the autonomy and independence of the s(K:ieiies. From the start, Haas 
endeavoured to avoid subjecting co-operation to rigid theoretical rules. In 
ioundmg the National Federation, he let himself lx; guided, in the first place, 
by purely economic considerations, and declared that there was no intention 
to place the Co-ojerative SocietiL> under tutelage. The proposed Federation 
wished simply and solely to effect the union of scattered forces and at the 
sain-' time to advise, instruct, and encourage. All the adherer.t societies would 
be free to profit as they judged best by the advice given and proposals made 
to them. This was in strong contrast to tlie cer.tralising tendency of the 
Raiffeisen Federation. The dominating principle in the National Federation 
is decentralisation, rendering it possible for each member institution to develop 
according to As needs and its special condition Moreover, in the National 
Federation, it v^as not attempted to attain venous ends, by means of a single 
type of society, bat a particular form of society w-as founded for each special 
end. 

These differences explain, to a large extent, why the two Federation* 
develo^d differently. It is the foundation of autononwus territorial and 
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promcial organizations that have contributed to the won<ferful devetopment 
oi the National Federation, for not only is autonomy a more effectual medium 
for the expansion of co-operation than a large managing federation would be, 
but it is better able to take account of economic, intellectual, and political 
differences. 

In 1905 the General Federation was amalgamated with the National 
Federation and, as a result of negotiations often interrupted, an understanding 
was arrived at. The provincial organizations of the Raiffeisen Federation 
were transformed into territorial and provincial autonomous federations, 
with their special rules and the right to audit and inspect. In this respect 
the Raiffeisen party made a considerable concession to one of the most import¬ 
ant principles of the National Federation, namely, that of decentralisation. 
For that matter, already in 1909, there had been a first modification in this 
direction in the organization of the Raiffeisen Federation. The union with 
the National Federation has not, however, lasted long. It soon became evident 
that it was impossible to arrive at an understanding with regard to certain 
differences of view, and the Irond between the two Federations was again 
broken in 1913. 

The National Federation, in addition to occupying itself with the develop¬ 
ment of the external relations of the societies for agricultural co-operation, 
has also concerned itself with promoting the improvement of their internal 
business. It is here that Haas rendered signal service. He was never tired 
of proposing new objects to the Federation and he succeeded in their realisation. 

The work done by the National Federation, in the thirty years that Haas 
was at its head, has Ixen of immense value to his country. 

It was very natural that in view of his high position as head of the National 
Federation and his great personal prestige Haas should be entrusted with 
various other offices. 

He was, for instance, member of the German Agricultural Council, in his 
capacity as representative of the agriculture of the Grand Duchy of Hesse, 
and a member of the Imperial Parliament. 

In recognition of his teneticent and self-sacrificing work, he was the 
recipient of many distinctions. On June 8th, 1908, on the occasion of the 
cckbration of the twenty-fifth year of the National Federation, the German 
Co-operative Societies offered him a gift of Rs. 46,667, collected for the founda- 
ion of a Wilhelm Haas Institute for the development of German agricultural 
co-operation. 

In the history of agricultural co-operation in Germany, as a far-seeing, 
energetic, and persistent organizer, Haas will occupy a place of honour by the 
side of Raiffeisen and Schulze-Delitzsch. 
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CHAPTER I. 

On Book-keeping. 

Annual returns dealing with the work of the Province arc 
submitted to the Government of India for the twelve months 
ending the 30th June. Quarterly returns dealing with the 
financial and banking position of the whole organization are 
submitted to the Local Administration. A regular system 
of accounts is, of course, indispensable. Central Banks and 
Societies in the Central Provinces and Berar maintain their 
accounts in the forms prescribed by the Registrar. This makes 
for accuracy, efficient control, sound business, and up-to-date 
statistical information. There is, at present, a great dearth 
of accountants trained in the methods which must be followed 
if the necessary returns just mentioned are to be tolerably 
accurate and easily compiled. It has, therefore, been found 
necessary to prescribe columnar books, so that inexperienced 
accountants may find it easy to write and post them without 
any scientific knowledge of accounts. Given the usual blank 
ledger, the average local accountant would not know whether 
to post a receipt on account of share capital on the debit or 
credit side. If, however, a column is marked of! for “ share 
payments received,” matters are made easy for him. In brief, 
the columnar system enables an inexpert accountant to keep 
his books correctly. One of our aims is to develop local talent 
and to spread a knowledge of modem business metho<k. 'l^ere 
is much difference between mechanical work and intelligent 
work Intdligeut accountants may prove to be good candi¬ 
dates for higher posts. Unintelligent accountants will always 
i«inain.in positions carryii^ low pay- This chapter is intended 
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specially for those workers, paid or unpaid, who wish to 
understand something about accounts. 


I. —Book-keeping. 

Book-keeping is the science of correctly recording in a set^ of 
account hooks in such a xmy as to present an easily intelligible 
statement of affairs at any moment, all those business transactions 
that involve the transfer of money or money’s worth. _ 

Every business man must ask himself the following 

questions;— 

“ How much do I owe to others?” 

“ How much do others owe to me ?” 

" What am I actually worth after payment of my debts ? 

“ Arc my dealings profitable or otherwise ? 

It is impossible to rely upon memory to answer these 
questions faithfully and correctly. A business man ignorant or 
Leless of the advantages of the reliable and systei^tic 
registration and arrangement of the transactions in which he is 
interested, will never accomplisli much. Account books must 

I. A rt!liabl(! statement of the balance of indebtedness 
to or by the persons with whom business is 


transacted. 

2. Easy access to the details of the transactions on 

account of which indebtedness has arisen. 

3. An unerring check upon the values passing m -and 

out of tiie business and of all liabilities incurred, 
and the pre\ention of peculation. 

4. A true statement of profits made and losses incurred. 
5 A suitable division of expenditure under various 

heads, so that extravagance may be prevented 
and necessary economies effected. 

6. A comparison between different given periods ta 
show the forward or backward movements of 

(а) the volume or profit of the business as a wholes 

or in any one of its departments, and 

(б) the fluctuations of the various charges and other 

circumstances affecting net profit or loss. 
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7. The ready provision, at any time, of a true and fall 
statement of assets and liabilities. 

There are two systems of book-keeping: (i) single entry, 
and (it) double entry. 

Single entry merely gives a record of personal accounts. 
Transactions are posted only once in the ledger. There is no 
debit for a corresponding credit entry. Under this incomplete 
system, the accounts of capital, property, or profit and loss, 
cannot be efficiently kept. Information is meagre and results 
are unreliable, and the accuracy of the final statements cannot 
be proved. 

In the S5rstem of double entry, every debit has its correspond¬ 
ing credit. Separate accounts of capital, property, values, 
gain and loss, as well as personal accounts are maintained in 
detail. The chances of error are diminished and the location 
thereof made easy, while the final statements can be proved. 

Every debit must have a corresponding credit. This is the 
main principle on which the system of book-keeping by dcnible 
entry is based. The secret of success in accountancy lies in the 
correct determination of the right heads under which to debit 
and credit each transaction. 

II. -What is an Account? 

An account is the collection of all the business transactions 
that refer to a particular head. 

Accounts are divided into two main classes: personal and 
impersonal. Personal accounts are the accounts of persons ; 
all other accounts are imp(;rsonal. 

Impersonal accounts are further subdivided into two 
classes: real and nominal. Real accounts are the accounts of 
things or of the property belonging to the business. Nominal 
accounts are the accounts showing gain or loss. We have, 
therefore, three classes of accounts to deal with : (i) personal, 
(»») real, and (Hi) nominal. 

The heading of an account determi nes its class. If the name 
of an account is the name of a person, the account is a personal 
aoeount ; if the name of a th^ or of property, it is a real 
account : and if it shows gain or loss, it is a no min a l aocotmt. 

cs as 
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Cash is the name of a thing; furniture is the name of a 
thing ; house property is a kind of property; aU these would 
fall in the class of real accounts. The Central Banks and 
registered societies of all kinds, depositors, shareholders, are 
all persons; their accounts are, therefore, pereonal accounts. 
Establishment, contingencies, stationery, rent, discount, interest, 
depreciation, bad debts, are all accounts showing either gam 
or loss and are, therefore, nominal accounts. 

Each page of an account is divided into two equal parts 
by a double line drawn from the top of the page to the bottom ; 
the left hand division is called the debit side or debtor side 
and the right hand division is called the credit side. Dr. 
stands for debit or debtor and " Cr.” stands for credit. 

It is very necessary to remember that the terms Dr. and Cr ^ 
as used in double entry book-keeping should not be confused with 
the vernacular jama and namd as they do not correspond. 

For instance, in a personal account in vernacular books, 
the debit side is the right hand side, and the credit side is the 
left hand side. Here are the headings of a properly ruled page 
for an account book;— 


NAME OF THE ACCOUNT. 



Every entry in the “ Particulars " or descriptive column 
on the dr. side of an account must begin with the worf *•’ To ’’ 
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and that on the cr. side.jWith the word “ By." To understand 
the reason for this, insert the word " is ” aiter the heading of 
each account. For instance, cash % ; inserting the word " is,” 
we read “ cash a/c ts dr. to such and such account and cash a/c 
IS cr. by such and such account.” 

Some concerns enter two money columns in their accounts 
on both sides. This is to facilitate the totalling of the amounts 
under minor heads and the showing of the total under one major 
head. These two columns are called the " inner column " and 
the “ outer column.” 

Columns are provided on each side of an account for the 
folio or page number to facilitate reference to the original source 
from which the entry has come. 

On page 388 is a complete specimen of an ordinary form 
of account. 


III.— Real Accounts. 

Before he proceeds further, the student must understand 
clearly why every debit must have its corresponding credit. It is 
obvious that no transaction can take place unless there are two 
parties to it. It is impossible for a man to receive money unless 
there is some one tt) give it to him. Similarly, he cannot pay 
unless there is somebody to receive. There is no gain without 
a corresponding loss somewhere. 

Every book-keeper must remember that he himself, on behalf 
of his master, represents one of the parties to each transaction. 
He must view each transaction from his master’s point of view 
and not from that of the other party ; otherwise, his books wilt be 
topsy-turvy. 

In writing all real accounts, debit the account when a thing 
comes in : and credit the account when the thing goes out. All 
receipts of money or property are entered on the dr. side of 
their respective accounts. In all transactions involving a real 
account, it nay be asked, " does the thing come in ? " If the 
answer is yes, then an entry must be made on the dr. side of 
the account of that thing. But does the thing go out ? If the 
a^wer is yes, then make an entry on the cr. ride of the account 
of that thing. 
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Mare are some real accounts in Co-operative Banks : — 

Cash %; building or house property %; investments 
%, e.g., of reserve funds of Central Banks or of societies; 
furniture %; stock % (if stock is treated as an asset and not 
written off as loss in the profit and loss account). 

The cr. side of the cash % can never exceed the dr. side. 
It is impossible to pay more money than you have. The cr. 
side of a cash % must, therefore, necessarily be either less or 
equal to but can never be more than the dr. side. 

There may, on the other hand, be loss or gain on the 
property accounts, such as building, investments, furniture, 
or stock. When the property is disposed of in full, the value 
realised may be (/) equal to, (ii) more, or (tit) less than the cost 
price to the debit of that account, (t) If equal, there is no 
gain or loss; (it) if more, it is a gain ; and (iii) if less, it is a loss. 
In the latter two cas^s the amount showing gain or loss is 
transferred to the profit and loss account at the lime of closing. 
When the property is disposed of in part, the valtie on hand 
should be put on the cr. side first. If then the debit side is 
heavier than the credit side, the balance is net loss on the sale, 
and is carried to the loss side of the profit and loss account. 
If the cr. side is heavier than the dr. side, the difference is net 
gain, and is carried to the profit side of the profit and loss account. 
This is called the double balance of property accounts. It will be 
observed that the double balance of property accounts exists 
only when the property is disposed of in part. The value on 
hand is an asset and should be put on the asset side of the 
balance sheet at the time of closing. There is one more item 
in all property accounts which finds its way to the profit and 
loss account, whether the property is disposed of in full or part, 
or not. This is called depreciation. Depreciation is a periodical 
deduction in respect of the diminished value of any form of 
property caused by wear and tear and age. The essential point 
is that revenue should be charged with a proper sum to cover 
the deterioration in the value of wasting assets, and that the 
apportionment of this sum as between one year and another 
^oold be on equitable lines. This, of course, involve a 
to 8 nominal account, and a correspemding credit to some other 
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account. The credit may be either to the account relating to 
the asset in question, or to a reserve (or suspense) account. 
If the former, the value of the asset is gradually written down 
in the books to correspond with the deterioration in intrinsic 
value ; if the latter, the asset account remains unaltered, except 
in so far as it may be increased from time to time by further 
additions that may properly be capitalised. 

There are four methods by which the charge against revenue 
to cover depreciation may be apportioned over the various years 
constituting the life of the asset, viz .:— 

(1) An equal proportion of the cost may be written off 
each year. 

(2) Tlie asset may be written down from year to year 
by deducting depreciation at a fixed rate per cent, upon the 
balance standing to the debit of the account at the commence¬ 
ment of the year. Under this method the charges against 
revenue become gradually less as time goes on; hence the 
method is often called the Reducing Instalment (or Fixed 
Percentage) Method. 

(3) By writing off to revenue each year an equal sum, 
sufficient at the expiration of the life of the asset to reduce the 
asset to zero (or its residual value), after debiting the asset 
and crediting revenue each year with interest, at an agreed rate, 
upon the amount for the time being sunk in the asset in question. 
This method is called the Annuity System, and as the gross 
charge in respect of depreciation is constant, whereas the credits 
to revenue in respect of interest diminish as the asset is written 
down, the net effect of this method is to charge an increasing 
sum to revenue as years go on. The justification for so charging 
an increasing sum to revenue is that the depreciation instal¬ 
ments, remaining in the business, increase the working capital 
of the undertaking. Tlie yearly increase in the instalments 
represents the amount of interest that might have been earned 
on the previous instalments during the period under review, 
if those instalments had been taken out of the business and 
invested at the contemplated rate per cent. 

(4) By revaluing the assets from time to time and treating 
any diminalion in value (after allowing for additions) as the 
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realised depreciation for the year. Undar this method, for 
obvious reasons, the charges against revenue in succ^ve 
years will be very unequal, as the gradual reduction in the 
market value of most articles has but little correspondence 
with the true depreciation, as measured by the amount of use 
that has been had out of the asset during the period in question. 

Any of the above-named methods of providing for deprecia¬ 
tion may be employed, either with or without accumulating 
a corresponding sum of money outside the business, available 
at short notice to repair the ravages caused by depreciation. 
Such accumulations outside the business are known as Sinking 
Funds. 

The term " Sinking Fund ” is used in various connections, 
with the result that considerable misapprehension has arisen 
as to its exact nature and significance. The term was first 
applied to the revenue monies employed by the British Govern¬ 
ment, from time to time, to reduce the British National Debt 
by the cancellation of Government Stock. At the present time 
it is very widely used to cover any systematic accumulation of 
monies for the repayment of liabilities becoming due at definite 
future dates. That the annual provision may be sufficient to 
provide the necessary monies at the end of the term it is neces¬ 
sary to enquire, in the first place, what rate of interest it will be 
possible to earn upon the annual instalments set aside, and then 
to calculate what sum per annum will, at this rate, amount to 
the required sum at the end of the pr'«cnbed term. From 
time to time, of course, the annual instalments may require 
to be adjusted, as the rale of interest actually earned on the 
investments may, perhaps, sometimes be below, and sometimes 
above, the anticipated rate. In order that there may be funds 
available to redeem the loan, debenture, or other liability 
on the date on which it matures, it is necessary that, each time 
an instalment is credited to the Sinking Fund Account, a 
corresponding sum of money be taken vtut of the general assets 
of the concern and invested in authorised securities. The 
entry in respect of this transaction would be to the debit of the 
Instalment Account and to the credit of Cash; so that the 
effect upon the balance sheet, each time an instalmmt is set 
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on one side, is to reduce the credit balance on Revenue Account, 
and increase the credit balance on Sinking Fund Account, 
simultaneously reducing the debit balance on Cash Account 
and increasing the debit balance on Investments Account. 
Whatever income may be derived from these investments is 
debited to Cash and credited to Sinking Fund Account; and 
upon the income being reinvested, Cash is credited and Invest¬ 
ments Account debited, so that at all times the credit balance of 
the Sinking Fund Account should agree with the debit balance on 
Investments Account. When the loans or debentures mature, 
the investments may be realised (when Investments Account 
will be credited and Cash debited), and the money be applied 
towards the redemption of the loans or debentures. Loans or 
Debenture Account being debited and Cash Account credited. 
As far as co-operative banks are concerned the great advantages 
of raising a Sinking Fund Account are (i) that at no subsequent 
date is the Sinking Fund Account encroached upon to equalise 
dividends, or for any purpose other than the discharge of 
specified liabilities; and (2) that particular attention is called 
to the fact that certain investments are earmarked as being 
intended solely for such discharge. It is, however, essential 
that the Sinking Fund monies should be invested in the names 
of trustees for the benefit of the debenture holders ; for other¬ 
wise they remain the property of the Bank, and in the event 
of liquidation would have to be dealt with as part of the general 
assets. 

Reserves. Secret Reserves. Reserve Funds. A reserve may 
be defined as a provision charged against profits with a view 
to covering an expected loss. The term, therefore, covers a 
range far wider than mere Depreciation, inasmuch as Reserves 
may be made inter alia to cover loss arising from bad and 
doubtful debts, disputed claims, contingent liabilities, etc. 
From the point of view of accounts, a Reserve may be said to 
be provided whenever a sum is charged against Revenue without 
the corresponding credit operating to reduce the debit balance 
upon an account representing an asset. Thus if a book debt 
be written off as " bad,” the ordinary book-keepiiig entry is to 
the credit of the- insolvent customer and to the debit of Bad 
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Debts Accouut, and no Reserve is thus created ; but if a debt 
(car series of debts) is not bad, but merely doubtful, it is not 
expedient to extingui^ the debit in the customers’ ledger 
accounts, while at the same time it is still necessary to debit 
Revenue with any loss which it is thought may be likely to 
occur under this heading. Under these circumstances, the 
course ordinarily pursued is to debit Bad Debts Account (and, 
therefore, in due course. Revenue Account) with the estimated 
loss, and to credit a corresponding sum to an account headed 
“ Reserve for Bad and Doubtful Debts.” 

A Reserve created to cover loss through the deterioration 
in the value of any specific class of asset should, as a rule, be 
shown in the Balance Sheet, not as a liability but as a deduction 
from the particular asset in respect of which it has been created. 
When, however, a Reserve has been created to cover a general 
loss in respect of all assets, this procedure is no longer practicable, 
and under these circumstances the Reserve must appear 
as a liability in the Balance Sheet. If, however, it be so stated, 
it is important that it should be earmarked as a Reserve to 
cover loss in respect of Depreciation (or wliatever the estimated 
source of loss may be), as otherwise there is a serious danger 
of such a Reserve being confused with the Reserve Fund, 

which is an entirely different matter. 

When a Reserve is deliberately accumulated in excess of 
the estimated loss that is likely to occur under that particular 
heading, the excess constitutes a Secret Reserve made to cover 
future but unmatured losses, because experience shows that, 
as a rule, these exceed expectation. Within reasonable limits, 
the practice is a prudent one and, moreover, one that is very 
generally countenanced by most thoioughly sound businras 
men. It is especially in connection with Banks that Secret 
Reserves are most prevalent. They usually take the form of 
an excessive provision for loss by way of Bad and Doubtful 
Debts, the ” secret " being maintained by deducting the amount 
of the Reserve from the amount of the debts in the Balance 
Sheet without showing the figures in detail. Arguments against 
die formation of Secret Reserves are (i) that the omission. oC 
valuable assets opens the door to the verification of these 
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assets being altogether overlooked by the auditors ; (2) that 
it is practically impossible to have recourse to such Reserves 
in bad times without drawing such prominent attention to 
the fact as effectually to do away with all possible arguments 
that could be raised in justification of the employment of 
Secret Reserves at all. 

A Reserve Fund is a sum set aside out of divisible profits and 
retained in hand for the purpose of strengthening the financial 
position of the undertaking. It differs from a Reserve in 
that it is impossible to create a Reserve Fund save out of 
divisible profits; whereas a Reserve may be provided even during 
periods when a loss has been sustained. A Reserve Fund is 
but a portion of the credit balance of the Profit and Loss 
Account, which has been separately “ earmarked ” as being 
" reserved.” If, therefore, at any subsequent date, losses be 
sustained which cause the Profit and Loss Account to show 
a debit balance, any credit balance that there may be upon the 
Reserve Fund must be at once applied (so far as it goes) towards 
extinguishing this debit balance. It would be a contradiction 
in terms to state, upon the same Balance Sheet, an item 
representing a deficiency on Profit and Loss Account, and another 
item representing a surplus on Reserved Profits. The continued 
existence of a Reserve Fund is dependent upon the continued 
existence in the undertaking of the profits out of which that 
Fund was originally created. If those profits have been absorbed 
in subsequent losses, the Reserve Fund automatically ceases 
to exist. In co-operative banking the absorption of profits 
is a remote contingency, because there are so many safeguards 
interposed between the Reserve Fund and its liability for 
losses. 

Technically speaking, the popular notion that a Reserve 
Fund is only “ real ” when represented by specific investments 
outside the business, of a corres{x>nding value, is entirely 
misconceived. From the practical point of view, however, 
there is much to be said in favour of it. A rifle, for instance, 
is a rifle, whether a man takes it into the jungle with him or 
leaves it at home. But if he leaves his rifle behind him, goes 
into the jungle and meets a man-killing tiger, then the fact that 
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he owns a rifle will not save his life. And so, exactly, is the 
banker placed who, looking to his Reserve Fond for fluid 
resource, has it invested in securities that he cannot realise just 
when he wants cash. It is, in fact, impossible to say exactly 
how a Reserve Fund ought to be invested until it is clear wM 
the purpose of the partiadar Reserve Fund is to be ; and the 
purpose, of course, depends upon many considerations of a 
very variable nature. The Teuton would treat tlie investment 
of Reserve Funds as an ” ism,” and (as I have pointed out in 
the Introduction to this book) he would apply that " ism " 
without regard to the fact that circumstances alter cases. Our 
friend, in the illustration above, might, perhaps? have two 
rifles and take one with him. If, then, a banker maintains ample 
cash Reserves, the investment of the Reserve Fund need not be 
considered from the point of view which is most certainly 
necessary if the Reserve Fund be intended to furnish the 
necessary fluid resources. And as it is impossible to identify 
the Reserve Fund with any particular portion of the assets, 
it might be argued that as long as the fluid resources are there, 
the Reserve Fund is invested in tliem. 

A Reserve Fund represents nothing more than the fact 
that certain profits (i) have been made, (2) have been set upon 
one side, or reserved, and (3) are still in existence. All that is 
necessary, therefore, to constitute a " ,eal " Reserve Fund is 
the continued existence of a corrcsjwnding sum of undivided 
profits—that is to say, the maintenance of a corresponding 
surplus of assets over liabilities. The exact form that these 
assets take has nothing whatever to do with the reality, or 
otherwise, of the Reserve Fund, but, of courae, has the most 
miportant bearing upon its practical utility. It must not, in 
fact, be supposed that the practice of effecting investments 
outside the business to a coi 1 esponding extent is not one to be 
encouraged. The advantage of such investments is in alt 
cases anaiogou; to the advantage of a Sinking Fund to provide 
for any other kind of contingency, in that it enables the under¬ 
taking readily to place its hands upon a definite sum of mon^ 
whenever the need for an immediate supply of cash may arise. 
It thus follows that, in the absence of any special reason to tte 
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contrary, it is desirable that, as the Reserve Fund is accumu¬ 
lated, corresponding investments should be accumulated 
outside the business ; but there is no more intimate connection 
between the Reserve Fund and these investments than there 
is between any other item upon the liabilities’ side of the 
Balance Sheet and any other item upon the assets’ side. The 
continued existence of the Reserve Fund will depend solely 
upon the continued existence qf a corresponding surplus of 
assets as a whole over liabilities as a whole. It does not follow 
that a Reserve Fund is simply the whole amount by which 
assets exceed liabilities; for, in a co-operative bank or society 
in the Central Provinces, the Reserve Fund is created out of 
divisible profits funded and made indivisible. 

IV.— Personal accounts. 

In dealing with personal accounts, the following question 
may be asked :— 

" Does the person whose account it is receive or give ? ” 

If the answer is " receives,” debit the account ; and if the 
answer is " gives,” credit the account. 

Receipts by a person are debited to his account and payments 
by him credited to his account. 

When the Provincial Bank receives an amount from or 
for a customer, the Bank is debited ; when that Bank pays an 
amount to or for a customer, the Bank is credited. The accounts 
of rural societies are debited when money is advanced to them 
by Central Banks, or when they incur any other liability ; and 
they are credited when they in any way discharge or pay off 
their liabilities. When depositors or creditors pay in, their 
accounts are credited and when they receive payments out from 
the Bank, their accounts are debited. The persons to whom 
the Bank pays receive, and when the Bank receives, they pay. 
In order to determine whether to enter a debit or a credit in 
thetr accounts, in the Bank’s books, the question to be answered 
is whether they receive or pay, not whether the Bank raeives or 
pays. 

The balances to debit of personal accounts are cAllftd 
book debts. The book debts may be either (i) good, (»*) doubtful. 
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or {Hi) bad; Book debts are good when there is no probal^y 
of any loss on their realisation ; they are doubtful, when it is 
not certain if they can be realised in full; and they are bad^ 
when it is certain that a portion of, or the whole of, the amount 
due cannot be recovered. 

It is prudent to estimate the character of book debts and 
to make provision for bad and doubtful debts out of profits. 
The amount thus provided out. of profits to meet any doubtful 
or bad debt is called the bad debts reserve. This is a charge 
to the profit and loss account, or, in other words, appears on 
the loss side of that account. 

V.—Nominal accounts. 

In dealing with nominal accounts, the guiding rule is 
debit the account with losses and credit it with gains. 

If after asking whether a transaction pertaining to a 
nominal account is a loss or gain, the answer is loss, debit that 
account; and if the answer is gain, credit that account. The 
loss or gain to be determined should be from the Bank's point 
of vieiv. Establishment expenses, contingent charges incurred 
and paid, rent paid or due, taxes paid or due, interest paid and 
due on loans and deposits, bad debts, depreciation on furniture, 
loss on realisation or sale of property, printing and stationery, 
commission, etc., are all losses and are debits to their respective 
accounts. Interest received on loans or deposits, interest on 
investments, commission earned, gains on realisation or sale 
of property, etc., are all gains and are, therefore, credits tn 
then respective accounts. 

VI.—The Journal. 

When any transaction is to be recorded, the book-keeper 
has, we have seen, to ask himself what two accounts are invdved, 
to deteniiine the classes of those twn accounts, and to debit 
or credit them in accordance with the princif^es ahnaufy 
expired. Take this transaction, for instance, " Advanced 
Rs. 1,000 to the Kareli Society." A is a book-keeper in dbe 
Naisin^par Centra! ]&mk, who has made the advaiKie. Vtcm 
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his Bank's point of view, cash goes out to the Kareli Society 
which incurs the liability. The two accounts involved are {*) the 
cash account, and (it) the Kareli Society’s account. The cash 
account is a real account. A asks, therefore, " does the cash come 
in or go out ? ” The answer is “ goes out.” Consequently he 
credits the Bank’s cash account. Secondly, the Kareli Society’s 
account is a personal account. The question A puts is ’’ does 
the Kareli Society receive or give ? ” The answer is " it receives.” 
A, therefore, debits the account of that society. A credit, it will 
l)e understood, automatically gets a debit. The technical 
dressing of the above transaction is as follows 

Kareli Society Dr. Rs. i,ooo 

To Cash Rs. i,ooo 

After the words " To ” or " By ” in the " Particulars ” 
column of the accounts, A enters the name of the account in 
which the corresponding entry is made. For instance, in the 
Kareli Society’s account, in the “ Particulars ” column, the word 
after "To” on the dr. side would be “ Cash” ; because the 
corresponding credit entry is in the cash account. Similarly, in 
the cash account, after the word " By,” the wording would be 
" the Kareli Society’s account ” ; because the corresponding 
debit entry is in that account. 

Tire above process of determining the correct debit and 
credit for every transaction and dressing the entries for the 
respective ledger accounts is called " journalising ” and the 
book in which such dressing is recorded is called the " Journal." 
The Journal is a subsidiary book. Subsidiary books are those 
which dress entries for the ledger and are, therefore, or^jinal 
books of entries which are, subsequently, posted to the ledger. 
The Cash Book is also a subsidiary book to the ledger. The 
Ledger is a book which contains the different kinds of accounts 
in detail in their debit and credit form. It is the principal 
book of account, and to it the Cash Book, Journal, and other 
books of original entries are subsidiary. A most important 
rule in book-keeping is that no entry can be made in the ledger 
unless U has been dressed in a subsidiary book. The Ledger, as 
it w«*e, is too august a personage to visit without the formality 
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of giving intimation. A visiting card must be submitted 
through the orderly books which wait on the ledger. The 
process of dressing lessens the chance of making wrong entries 
on the wrong sides of the wrong accounts ; and gives the book¬ 
keeper breathing space. 

The Cash Book is a record of all transactions in debit and 
credit form. The two sides are called dr. and cr. sides, or 
receipts and disbursements sides, or cash and contra sides, 
respectively. All entries on the dr. side, receipts side, or cash 
side of the Cash Book must be posted to the credit side of the 
linked accounts. Similar!}', all entries on the cr. side, or 
disbursements side, or contra side of the Cash Book must be 
posted to the debit side of the linked accounts. 

Where a Journal is maintained, only cash transactions 
are recorded in the Cash Book. Where a Journal is not main¬ 
tained, all adjustments are also passed through the Cash Book 
and in this case, the Cash Book serves the purpose of the Journal. 
The latter method is cumbrous and it is better to keep both 
Cash Book and Journal. 

When an entry is passed through the Cash Book, it is not 
necessary to say, in the case, for instance, of the transaction 
mentioned above, " Kareli Society dr. to Cash.” It suffices 
to make an entry on the cr. side of the Cash Book and, in the 
column for “ Particulars,” to enter the name of the Kareli 
Society together with any necessary descriptive matter ; such 
a credit entry in the Cash Book when posted to the ledger neces¬ 
sarily entails a debit in the Kareli Society’s account. But 
when passing the entry through the Journal, both the debit 
and credit heads must be mentioned as illustrated above. 

Specimen forms with entries of the Cash Book and the 
Journal are given on the next page. 



CASH BOOK. 



To balance (opening) ... ... 4,000 o o 







att Btitk KBBHitb. 


«ri 


THE NARSINGHPUR CENTRAL BANK. 

Journal. 


Dr. 


Year 

and 

Montb. 

Date. 

Part icular^ 

I'olio 

Rs. 

A. 

1916 

March 

I 

Kareli Society. Dr. 

‘ 


1.000 





■S.L. 





To Cash 

40 





For loan advanced to Kareli 
Society this day ; repayable 
as follows :— 

• 0. L, 





Hs. 

I- 3 -I 7 

l-VlH 350 

I- 3 -I 9 350 




March 

3 

Cash Dr. 

To Provincial Bank 7% Loan 
a/c 

Repayable as follows 

Rs. 

1-4-17 1,000 

1-4-18 1,000 

1-4-19 1,000 

40 

67 L.' 

10 

L. L. 

3 000 


March 

3 

Kaurta Estate 6% Fixed 
deposit a/c. Dr. 

43 

5,000 




Interest on Fixed posit 

F.D.L. 

160 

600 




a/c. 

“STET 




To Provincial Bank 7% Loan 
a/c. 

10 





L L. 





<Foi amount of Fixed deposit 
and Interest thereon r paid 
through Provincial Bank.) 






Note S. L. means Societies 
Ledger. 
G. L. „ General 

Ledger. 

L. L. „ Loan 

Ledger. 

F. Dp L. 0 F««S 
Deposit Ledger. 





cs 


LIMITED. 

_ Cr. 

r. Its. A. P. 

1,000 

3,000 

Sfioo 


96 
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VII.— The Trial Balance. 

'fhe authenticated papers that support the entries made 
in the subsidiary books are called the vouchers. The items 
supported by these vouchers are posted in the subsidiary books, 
and the subsidiary books are posted in the ledger. To post 
means to write an entry in an account book on the support of a 
voucher or of an entry in a subsidiary book. When the sub¬ 
sidiary books and the ledgers are thus posted, and when every 
debit in the ledger accounts has its corresponding credit, it 
follows that all debits put together must be equal to all credits put 
together. The statement which verifies the postings and their 
correctness in this way is called a " trial balance.” This trial 
balance is prepared in two ways ; on the gross postings system 
or on the balance system. A trial balance on the gross postings 
system is .prepared by totalling the debit side and credit side 
of each individual ledger account and putting these totals against 
the head of that account. A trial balance on the balance system 
is prepared by totalling the debit side and the credit side, and 
then deducting the smaller from the greater side and entering 
the difference on that side which is heavier. In both cases, 
the dr. and cr. sides of the trial balance must agree ; if they do 
not, there is a mistake in posting, and before the books are 
closed, the mistake must be located. 

The balance of an account is the difference between its 
two sides. If the dr. side is heavier than the cr. side, the 
balance is called a dr. balance. If the cr. side is heavier than 
the dr. side, the balance is called the cr. balance. Dr. and cr. 
balances of accounts are put in the dr. and cr. columns of the 
trial balance. 

To close an account means to balance it, put the balance 
on the lighter side, thus make the totals of the two sides agree 
and bring down or show the balance. When the balance at the 
time of closing the account is to be placed on the lighter side 
to make it equal to the heavier side, the dr. balance is put on 
the cr. side and brought down on the dr. side after closing the 
account; and the cr. balance is put on the dr. side at the time 
of closing and brought down on the cr. side after closing the 
account. In order, therefore, to determine whether the balance 
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is a dr. balance or a cr. balance, it follows that a dr, balance 
appear on the cr. side at the time of closing and be brought 
down on the dr. side ; conversely, the cr. balance must appear on 
the dr. side at the time of closing and be brought down on the 
cr. side. 

The diagrams below will be useful. 

DR. BALANCE. 

r>, ------ Ct. 

This side must be heavier. This side must be lighter. 

Here the Dr. balance must be Heie the Dr. balance must appear 

brought tlown. at the time of closing. 


CR. BALANCK. 


.. 

This side must be lighter. 
Here the Cr. balance must appear 
at the time of closing. 


. . . - ~ Cr. 

Ihjs side must be heavier. 
Here the Cr. balance mu’t be 
brought down. 


VIII.— The Profit and Loss Account and Balance 

Sheet. 

When the trial balance agrees, the book-keeper may 
proceed to make the necessary closing adjustments, such as 
depreciation of furniture, charges incun ed but not paid, profits 
due and earned but not received, calculation of any bad or 
doubtful debts, creation, or increase or decrease of any special 
reserve funds (such as that for bad and doubtful debts) which 
should always exist. He tlK-n makes the necessary debit and 
credit entries in the respective accounts, clears the suspense 
account as far as possible and prepares the final statements. The 
adjustment accounts will be dealt with later on. When the 
adjustments have been duly made, the book-keeper closes all 
the nominal accounts and carries the dr. balances of such 
accounts to the dr. or loss side of the Profit and Loss account. 
He also carries the cr. balances of nil nominal accounts to 
the cr. or profit side of the Profit and Loss account. The 
Profit and Loss account is, therefore, a statement of the debit 
and credit balances of all the nomv-al accounts in the Ledg^v. 
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The following diagram shows what the Profit and Loss account 
contains 


PROFIT AND LOSS ACCOUNT. 


Dr _ 

Dr. Balances of all Nominal 
Accounts. 

If the balance is net proht, it carried 
to the liabilities side of the Balance 
Sheet, 


__O. 

Cr. Balances of all Nominal 
Accounts. 

If the balance is net loss, it is carried 
to the assets side of the Balance 
Sheet. 


The dr. balance ol the Profit and Loss account, which in 
its abbreviated form is known as P. & L. account, is a nd loss. 
The cr. balance of the P. & L. account is a net profit. Net profit 
is carried to the liabilities side and net loss to the assets side of 
the Balance Sheet. 


IX.—Thu Balance Sheet. 

The Balance Sheet is a statement which collects all the dr, 
and cr. balances of all the real, personal and nominal accounts 
from the Ledger. The dr. balances of all real, personal and 
nominal accounts are assets; and the cr. balances of all real, 
personal and nominal accounts are liabilities. 

The assets and liabilities must agree; when they agree, the 
books are said to have been proved. 

When the assets fall short of the liabilities, and net loss 
appears on the assets side, the concern is said to be insolvent. 
When the assets are more than the liabilities, and the net profit 
appears on the liabilities side, the concern is said to be solvent. 
A discharged insolvent is called a bankrupt. All insolvents are 
not bankrupts. It is the legal discharge which makes an 
insolvent a bankrupt. 

The following diagram shows how a balance sheet is made 
up:— 

BALANCE SHEET. 


LiMUUtt. 

Dr. Balances oi all 
Real a/cs 
Panonal a/ca ; and 
Profit and Loss a/c 


Atmt. 

Ct. Balances of all 
Real a ics 

Personal a/cs; and 
Profit and Loss a/c 
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Instead of closing and bringing the individual nominal 
accounts into the Balance Sheet, they are closed and brought 
in the Profit and Loss account (which is also a nominal account), 
and the Profit and Loss account is closed and brought into the 
Balance Sheet. This simply means that all nominal accounts are 
closed and brought into the Balance Sheet. The Balance Sheet 
is the final statement and it is the test of the worth of a concern. 
The princijrfe that every debit must have a corresponding credit 
makes the trial balance agree ; it also applies to the agreement 
of the two sides of the Balance Sheet. 


CHAPTER II. 

Primary Cooperative Credit Societies. 

I. When a society has been organized, it is necessary to 
prepare an application for registration, or Memorandum of 
Association. The following is the form in use ;— 

” (i) We, the undersigned (lo or more) persons, residents 

of__ and all being above i8 years of 

age, request registration as a Co-operative Society with un¬ 
limited liability to be called the_^_Primary 

Co-operative Society, Unlimited, Tahsil__ 

District__ _ .... . The Society will carry on its 

operations within the limits of . ..- ..only. 

Its registered office shall be at_Post Office_ 

-Tahsil___District_ 

(2) The object of the Society is to obtain money for its 
members at a cheap rate of interest and to encourage them to 
practise thrift, self-help and co-operation. 

(3) We understand that our liability is joint and several 
and is unlimited save by the extent of the Society’s liability. 

(4) We undertake to repay all our existing debts as soon 
after registration as possible and to observe the by-laws which 
enjeon the avoidance of borrowing from any source other than 
OUT Society. 
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(5) Further, we have agreed to, and clearly understand, 
the by-laws forwarded with this application, which have been 

explained to us by__ and we undertake 

to admit to election as future members only such persons as 
may agree to the by-laws after we have explained the by-laws 
to them. The qualification for membership shall be that laid 
down in the by-laws now submitted. 

(6) We hereby declare that the information given in the 
form attached to this application is true and accurate, and 
we sign this application for registration in writing or by thumb 
mark after satisfying ourselves that it is true. 

(7) We propose to raise the capital of the Society as 
follows :— 

(a) By borrowing from the 

_ _ _ ^ _ _ Central Bank, 

ibrough thi’ .. .. Circle Union. 

{b) By receiving deposits. 

(8) We agree to get our society affiliated to the 

Circle Union and to abide by its by-laws which have 
been explained to us. 

OR 

(8) We agree to get our Society aSiliated to a Circle Union 
as soon as one is formed for the locality in which our Society is 
situated. 

(9) We undertake to purchase on behalf of our Society one 

slrare of Rs. lo of the_Central Bank. 

Dated the _191 


Name. 


Retideoce. 


Occupation. 


Signature or thumb 
impretfion. 






nilltARY CRBOrr SOCIKTIBS. 407 

2. With the Memorandum of Association must be sub¬ 
mitted the Statement of Assets and Liabilities, the purpose of 
^^ich is to give the Central Bank and the Registrar a tolerably 
correct idea of the society’s position. It is the duty of the 
Central Bank, after full consideration of the information before 
it and after local enquiry, to fix a maximum credit limit for the 
society as a whole. The credit limit for each individual member 
must on no account be fixed by the Central Bank: that must 
from first to last be done by the society itself. The maximum 
credit limit fixed for the society by the Central Bank is subject 
to the Registrar’s approval. It is not the Registrar’s business 
to assess credit and his approval will generally be given as a 
matter of course. But should a society neglect the orders 
passed upon audit notes the Registrar can, if he wishes to do 
so, exercise his power of revision and reduce the maximum 
credit limit as a disciplinary measure ; Provided Central Banks 
do their duty and keep the societies under them up to the 
mark, the Registrar will never have to use his special 
powers. 

In filling up tms statement, the Registrar’s Circular 
No. IV of 1912, which is given below should be kept in 
mind. 

The Registrar notes that when forwarding applications for 
registration the total assets given in column 11 of the Statement 
of ilsstffs and Liabilities sometimes include the value of land. 
The value of land should be omitted from this column. All that 
is required is the total of columns 8, 9 and 10 ; and as regards 
land, details of right, area and rent or revenue are to be entered 
up in column 7. 

In column 13 only such debts as are secured to the creditor 
by mortgage of land, house or immoveable property are to be 
given; whereas in column 15, unsecured debts on personal 
credit should be given. 

The most difficult column to fill in is column 12. To arrive 
at a correct figure for this column, it must be remembered that 
out of the average gross income from land or other sources must 
be deducted the rent of land, necessary household, and other 
expenses (such as those in connection with debts already 
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incurred), etc., etc. Only the net amount which the member 
can save in a fair average year out of the margin of income left 
to him should be shown. The column should, in fact, furnish 
a reliable estimate of the sum which the member can repay to 
the society annually from income without borrowing elsewhere 
to do so. If a member cannot repay out of income but has to 
incur debts elsewhere in order to repay his loans to the society, 
he cannot benefit himself and will injure others by joining a co¬ 
operative credit society. The object of the society is to extricate 
its members from debt ; not to prop up hopelessly insolvent 
persons. 

3. With the Memorandum of Association and the State¬ 
ment of Assets and Liabilities, the organizer must submit the 
Articles of Association, or By-laws as they are called, which the 
society proposes to adopt. It is of vital importance that the 
members should really understand the by-laws and some 
organizers give very scanty and insufficient teaching. 

4. With («) the Memorandum of Association, (i) the 
Statement of Assets and Liabilities and (c) the By-laws, the 
organizer submits a short report in the following form:— 

REPORT OF THE ORGANIZER. 

A, 1/ iht propottd socitty is agricultural 

1. Name of the Malguzar 

2. Name of the Patwari 

3. What is the most important crop and are there any sources of 

irrigation ? 

4. Post Office 

B. Ij iht socitty is industrial :— 

t. Whether raw material used by the members for their industry is 
purchased generally for cash or on credit; if on credit, then, 
whether the prices paid are moderate or high ? 

2. The nearest market where the finished product is sold ? Has 

the finished product a good demand outside the locality ? 11 
so, where ? 

3. Do these people hand over finished products to their creditms ' 

If so, do they get a reasonable price for them 7 


Gtatral Jhmaris, 
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PANCHAYAT PROVISIOKALLY ELECTED. 


1. Sirpancb 

2. Secretiry 
3 ’ 

4 - 

S 


1 


Patuhts. 


__ Or^a niter. 

Dated ___ _ 

RECOMMENDATION OF THE CIRCLE UNION TO WHICH THE 
SOCIETY IS TO BE AFFILIATED. 


Dated. 


Secretary of the Circle Union. 


ENDORSEMENT OF THE CENTRAL BANK. 


Dated„ 


Hony. Secy., Central Bank, Ltd, 


ENDORSEMENT OF THE DEPUTY COMMISSIONER, 


Deputy Commitsiontr. 

Dattd__^ .. 

5. The documents enumerated above are prepared in 
triplicate ; two sets aie .‘submitted to the Registrar, through 
{») the Secretary of the Circle Union, («) the Honorary Secreta^ 
of the Central Bank, and {Hi) the Deputy Commissioner of the 
district ; the third set is for record in the Central Bank. Every 
society has its complete file, and individual files are maintainea 
for each registered society (a) in the Registrar's office, and 
(b) (for credit societies) in the Central Bank. Special recOTd 
cards are kept for each Central Bank and for each credit soci^y 
in the office of the Provincial Bank. 

6. On receipt of the apfdication, the Registrar, if he acceptt 
it, grants a Certificate of Registration. 
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With the Certificate of Registration, the Registrar returns 
one copy of the by-laws duly certified under his signature. 

7. After registration, the Central Bank, on behalf of the 
Central Provinces Federation of Co-operative Banks, supplies 
the society with the following books and registers:— 

(1) Proceedings Book or Minute Book. 

(2) Cash Book. 

(3) Ledger of Loans. 

(4) Ledger of Deposits. 

(5) Register of Members. 

(6) Inspection Note Book. 

(7) Receipt Book. 

(8) Pass Books ; one for the society in account with the 

Central Bank, and one each for the individual 
members in account with the society. 

(9) File No. I. 

(10) File No. II. 

(11) Voucher Books. 

On each book, a label with the title of the book and the 
name of the society must be affixed. The pages of all books 
are to be numbered consecutively before being brought into 
use. 

8. The first book which the society has to write up after 
registration is the Register of Members in the form given 
below;— 


MEMBERS’ REGISTER. 


Name and fatber'i 
name. 

V 

3 

1 

w 

u 

a 

V 

rs 

‘S 

V 

06 

; E 

1 -c 

a 

a i 

.2 'Z 

& c 

0 VO 

6 i 3" 

Signature or thumb 
mark of member. 

' Date of cenation 
, of membcfihip. 

I a 

3 

4 

5 6 

7 

8 


9. Under by-law 2 {2) of the society an entrance fee of 
annas eight and the Federation subscription of Re. i per member 
must be collected immediately after registration. Under sec¬ 
tion 12 of Act II of 1912, no member can exercise his n^ts as 
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such {e.g., he cannot be given a loan) until he has paid these 
dues. Central Banks do not give nearly enough attention to 
the requirements of the law in this matter which is important 
throughout the life of a society. 

10. When the entrance fees or Federation subscriptions 
are collected, entries are, of course, to be made in the Cash 
Book. The Cash Book maintained by primary societies is on 
the mahajani system. No columns are prescribed. Each page 
should be cleanly folded exactly in the middle; the left hand 
half is for receipts, the right hand for disbursements. A fresh 
page must be started for each date on which transactions occur. 

11. Entrance fees represent gain and are carried to the 
profit and loss account at the time of closing. The Federation 
subscriptions represent neither gain nor loss, for the society 
merely acts as a collecting agency on behalf of the Central 
Pro\'inces Federation of Co-operative Banks and pa5rs in 
amounts received on this account to the Central Bank which 
again is the treasurer and agent of the Central Provinces 
Federation. 

In respect of the collection of both entrance fees and 
Federation subscriptions, the personal accounts of the individual 
members making payment should not be credited unless they 
have already been formally debited. Personal accounts should 
not he touched unless a transaction creates or extinguishes a 
liability in full or in part. These collections are, therefore, to 
be credited to the " Entrance fees a/c ” and “ Federation 
subscription a/c ” respectir'ely. 

12. In approaching its Central Bank with a request for 
a loan, the credit society observes the following procedure. 
The members of the society, in general meeting, iix the borrowing 
limit for every individual member. This limit must be revised 
at least once a year and may be revdsed as often as is necessary 
in a general meeting of members. In fixing a credit limit, 
members are guided partly by the haisiyat • or the " worth ” 
of the individual, and partly by his personal credit, wluch is 


* Primary Societies have the necessary local knowledge and are aware of the value or 
worthUlsness of the entries in the Haisiyal ’iegister. Central Banks have not the nacee. 
aary knowledge. 
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based not so much on real assets as upon considerations of 
character, honesty, and ability to earn and pay. The purpose 
of co-operative credit, it must be remembered, is the pledge 
of honesty. Societies must be carefully taught to consider 
particularly (i) their probable requirements for the year ahead, 
{2) the purposes for which loans are wanted, {3) the productive 
or unproductive, necessary or unnecessary nature of the 
expenditure contemplated, (4) the behaviour and reputation of 
each member, (5) the period for which the loan will be required, 
and (6) the state of the society’s account with the Central Bank. 
Credit limits having been fixed for individual members, the 
total of such credits represents the borrowing limits fixed by 
tlie society for itself. In this way, unlimited liability can be 
converted by a society into a liability restricted by its own 
control. A prudent society will, as a rule, add to the total of the 
individual credits a small margin for unforeseen expenditure ; but 
every society must, of course, keep within the maximum limit 
fixed by the Registrar or the lesser limit fixed by the Central 
Bank {see paragraph 2 above). A copy of the society’s 
proceedings fixing credit limits lor its individual members and 
for itself must be forwarded without delay to the Central Bank. 
It is then the duty of the Central Bank to consider the society's 
proceedings and to determine upon the merits whether to pass the 
entire credit asked for or not. It is not the duty of the Central 
Bank, however, to deal with the individual members of the 
society but only with each society as a whole. The Central 
Bank, therefore, will not attempt to cut down or augment 
■credits fixed by the society for its individual members. If 
revision of detail is necessary, the work must be done by the 
society itself, the Central Bank merely pointing out any item 
to which it takes objection and giving full reasons in support, 
with a view to the better instruction of the societies for the 
training and teaching of which it is responsible. It is important 
to note that the individual credits sanctioned by a society must 
be placed on record in the office of the Central Bank where they 
are required for future reference. When the business of credit 
fixation has been finally settled, the Central Bank must inform 
the society of the amount up to which its drawings will be met. 
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13. Societies are not all on the same level of co-operative 
efficiency. In the early stages of a society's career, it may be 
absolutely necessary for the Central Bank to protect the weaker 
members against the influence of one or two of the stronger 
members. It is always the duty of the Central Bank to guard 
against the abuse of credit and, at first, interference in detail 
may be unavoidable. Remembering, however, that self-help 
is the goal which Co-operation aims at, a good Central Bank 
will always be at pains to develop by every means in its power 
the capacity of the societies under it hu their own self-govern¬ 
ment and self-management. It is only when primary societies 
have been thoroughly well instructed and have gained practical 
experience that they are fit for the next step in development, 
viz., their grouping into Circle Unions. Where a Union already 
exists, it should be made the medium for propagandist work 
within the area of its operations and all new societies should be 
affiliated to it, it being the duty of the Union to give the neces¬ 
sary supervision and training to new societies within its sphere 
(jf influence. Unless, h<jwc\er, societies arc included in Circle 
Unions, it is not safe to allow them to make use of the voucher 
system. Arrangements to pay money into and to take 
money from the Central Bank will, therefore, have to remain 
a matter for mutual agreement in the case of societies 
which are not affiliated to a Circle Union. Thus, the Central 
Bank will after sanctioning the credit limit, leave the society 
itself to carry out the actual distribution and collection of its 
loans. 

14. Where a Union of primary societies exists, the Central 
Bank will, so far as possible, deal with the Union as a whole 
and not with the individual primary societies which are the 
members of the Union. The procedure to be followed after the 
Central Bank has sanctioned the credit limit for a Circle Union 
is laid down in by-law 25 of the by-laws for the Circle Union 
of Primaiy Co-operative Credit Societies. It is most important 
that individual members of the primary societies should be 
told that vouchers presented by them will not be cashed at the 
ofifice of the Central Bank except when accompanied by the 
pass book belonging to the individual member presenting his 
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voucher for encashment. It is the business of the clerk or the 
accountant in the Central Bank office to refer to the papers 
which deal in detail with the credits granted by the primary 
society to its individual members, by the Circle Union to the 
primary society, and by the Central Bank to the Circle Union, 
and to see that the demand made is within the' limits sanctioned 
to the individual member, the primary society, and the Circle 
Union. These “ credit lists ” are submitted by the primary 
societies to the Union, and are passed on by the Union to the 
Central Bank in support of its own demand for credit. It is, 
of course, the duty of the Central Bank to work within the 
maximum limits fixed by the Registrar for Unions and for 
individual societies. It must be explained here that although 
vouchers can be sent to Unions for distribution to primary 
societies to the full extent of the credit sanctioned for the Union 
as a whole, this does not do away with the obligation which the 
individual societies are under to grant loans to their members 
for approved purposes only, each request for a specific loan 
being considered by the society and granted or rejected irres¬ 
pective of the credit limits sanctioned in favour of the individual 
member. Neither the Central Bank nor the Union will, how¬ 
ever, interfere in detail with applications made by individual 
members to their societies for (a) credit, and (6) loans within 
this credit. Once the Union has passed and guaranteed the 
credits asked for by its constituent societies, it stands on one 
side and merely transmits to each society the vouchers received 
from the Central Bank. The Panchayats of the societies 
distribute the vouchers, as occasion may arise, in response to 
the needs of the individual members. 

Front of Voucher. 

No.__Dated. _19_ 

We, the___^Co-operative Society 

Registered No_District-- 

promise to pay to the Central Bank, Limited, at- 

the sum of Rs_with interest at_- 

per cent, per annum, with yearly rests value received- 


Secretary. 
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Reverse of Voucher. 

_Circle Union Registered 

No___District_ 

guarantees this loan. 

The amount of this voucher may be paid to_ 

__—Co-operative Society Registered 

No_District__ I sign for 

and on behalf of the said Union. 


Union Secretary. 

15. The grant of blank cheques to societies has been 
attempted by some Central Banks but without much success. 
In the first place, the cheque is a document which is dangerous 
in the hands of a dishonest man. In the second place, very 
few societies are advanced enough to make use of blank cheques 
which have to be filled in. In the third place, the control of 
credit afforded by the use of cheques is incomplete and un¬ 
satisfactory. The grant of a cheque book pre-supposes that 
the officers of the primary society are not likely to abuse their 
powers. In the fourth place, it is possible to teach even illiterate 
people the exact value of specially designed and coloured 
vouchers, whereas it is extremely difficult to teach them the 
proper use of cheques. Fifthly, it will be seen that the procedure 
laid down in respect of the voucher system simply amounts to 
the issue of vouchers instead of actual cash. The advantages 
to be gained by the voucher system are {a) that the grant of 
credit is kept under complete control, and {h) that the disburse¬ 
ment of cash can be made to suit the time and convenience of 
the individual members of the primary societies. 

16. The adoption of the voucher system necessitates the 
keeping of cash in hand by Central Banks with which to honour 
vouchers on presentation. A. systematic Central Bank will 
guard against any failure to cash vouchers on presentation by 
fixing definite dates within which members of particular socie¬ 
ties are expected to draw their money from the Central Bank. 
It is not necessary to lay down a hard-and-fast rule that no 
voucher ^all be cashed unless it is presented within the period 
specified. Societies should, however, be brought on to a roster. 
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and members should be informed that unless they present 
vouchers within the time allotted to their society, they may be 
kept waiting for payment. Central Banks by taking a little 
thought and care can easily work the voucher system without 
any dislocation of business. 

17. It is customary to authenticate payments made to 
individual members by their signatures or thumb impressions 
entered in the society’s Cash Book opposite the entry regarding, 
tlie loan advanced. The instalments fixed for repayment are 
also entered in the Cash Book opposite the entry of disburse¬ 
ment. 

Pass books are issued to societies and to individual members 
ol societies. 

It is most important that the societies and members should 
be taught to produce their pass books whenever business is to be 
transacted, and that every effort should be made to keep the 
pass books up-to-date in respect of the information which they 
contain. The pass book is intended to furnish an authenticated 
copy of its owner’s account as that acccmnt stands in the ledger 
of the Bank or of the society as the case may be. Inspecting 
officers should always question members closely in order to 
ascertain wh ether they know how their accounts stand. Every 
Secretary of a society is expected to be master of the contents 
of the society!s pass book, and every member of a society is 
expected to understand how his account actually stands. 
Members are also expected to display an intimate acquaintance 
with the state of each other’s accounts, thus showing whether 
the mutual control of credit is real or not. 

18. As regards payments to Central Banks by societies 
affiliated to Unions, a reference is invited to by-law 25 of the 
by-laws for Circle Unions. It is important that Central Banks 
should give facilities to the members of societies to make 
repayments whenever they happen to have money in hand. 
It is equitable that a man should be called on to discharge his 
debt as soon as he is in a position to do so. The procedure 
laid down for repayment in the by-law just referred to, is equally 
applicable to societies which are not enrolled in membership 
of Circle Unions. When repayments are made, they are sis a 
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rale tendered in the oS&ix ot the Central Bank, and a careful 
^tem of check is employed in order to make sore that credk 
is given in full for all payments. As soon as a member comes 
to the Central Bank office with his money and his pass bocdt, 
the accountant in the Central Bank prepares a challan in trip¬ 
licate and sends the member with the challan to the Bank's 
Treasurer. 1 he Treasurer receives the money from the member 
for credit of the Bank, keeps one copy of the challan, and 
returns the other two duly signed. The second copy of the 
challan is the hand receipt. The third challan is brought 
back to the Central Bank office by the member where, in 
return, he gets his own pass book, and that of his society 
written up. 

The following are the book entries in respject of the transac¬ 
tions completed in the course of the procedure explained 
above:— 

(1) When loans are taken by a society, they are entered 
on the receipt side of the Cash Book and the loan account of 
the Central Bank, or if the society is affiliated to a Circle Union, 
the loan account of the', Circle Union is credited with the 
amount. 

(2) When loans are distributed to individual members, 
entries are made on the disbursement side of the Cash Book 
and the individual borrowing members’ personal accounts are 
debited. 

(3) When loans are repaid by individual members, they 
are entered on the receipt side of the Cash Book and the indivi¬ 
dual members' personal accounts are credited. 

(4) When repayments are made to the Central Bank, they 
are entered on the disbursements side of the Cash Book and the 
loan account of the Central Bank or of the Circle Union as the 
case may be is debited. 

19. Interest is charged by Central Banks at the rate ci 9% 
per annum to the primary societies ; the Circle Unions mer^ act 
as guaranteeing and assessing or, p>erbap>s, as distributing agmuaes; 
and the societies lend at 12% to their individual membos, 
Lateiest on all l<»ns runs from the date on ududr the aooqr 

cs aj 
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leaves the creditor’s hands to the date on which he receives 
it back, irrespective of the dates on which the debtor actually 
receives or repays it; the interest for periods of transit is paid 
by the debtor. Thus, interest on loans from Central Banks 
runs from the date on which the Banks disburse the money. 
If a society does not distribute money to its members promptly, 
it has to bear the loss. Members only pay interest on their 
loans from the date on which the money is actually received 
by them. The payment and appropriation of interest have 
been the subjects of much discussion. Some co-operative 
bankers advocate the katmiii or daily balance system ; others 
favour the rule that whenever payments aie made, appropria¬ 
tion is first to be made towards interest due, the balance going 
to principal ; some maintain that interest up to date, whether 
due or not due should be deducted from each repayment ; others 
urge that interest should be collected on the date of the 
promised instalments only; a few go still further and plead 
that interest should be collected only on the promised instal¬ 
ments, on the date on which the instalments fall due, and 
not on the whole amount of the loan ; and yet others urge 
its capitalisation every year on the 30th June whether due 
or not. 

The main points are that annual interest should be charged, 
that what is intended to be simple should not be turned into 
compound interest, and that the system should work equitably 
for borrower and lender alike. 

The introduction of the system of Circle Unions of Primary 
Societies necessitates the adoption of one uniform procedure, 
and the katmiti or daily balance sj'stem is alone suitable. It is, 
therefore, necessary to lay down that all payments(a) by members 
to a society, (b) by a society to a Circle Union or Central 
Bank, (c) by a Circle Union to a Central Bank, and (d) by a 
Central Bank to the Provincial Bank are to be credited to 
principal throughout the year, interest calculated on the daily 
balances being debited to the loan account once a year on the 
30th June. 

The following is an example of interest calculation on the 
kalmiti, or daily balance system:— 
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CENTRAL BANK LOAN ACCOUNT. 


Month. 

Date. 

PoTticttlori. 

Dr. ■ Cr. 

1 

Balance. 

jOajr.. 

Prodnet. 

1916. 



Rs. A. p. Rs. A. r. 

Rs. A. P. 



March 

1 

By cash 

1 I.OCXJ 0 0 

1,000 ») 0 

61 

61.000 

April 

1 

By cash 

j • • 1 J.CXX) 1) () 

4,000 0 0 

31 

1^4,000 

May 


To cash 

500 u u 

J.StKt n 0 

»5 : 


June 

>5 

To cash 1 

1 ,fx>u 11 (t. 

f 

•' oj 

I s. 

37.S00 

June 

3 ‘> 

By interest j 

f>7 M n j 

li 111 


275.000 

June 

30 

By balance j 
brought down, j 

i 

i 

•, 5 r >7 iJ It j 




On the 30th June, Ihe total of the products is taken, and 
interest is then very easily calculatt'd liy reference to the book 
of Interest Tables supplied by the Central Provinces Federation, 
in vernacular, to all Central Banks for use by their Accountants 
and Society Moharrirs. The rule is:— 

Products X rate of interest 

Interest = —... 

36,500 

In the aboN'u instance, interest (!n the 30th June at 9% 
amounts to ^'^- = Rs. 67-12-11. By crediting this to the 
loan account on the 30th June, the credit balance is increased 
by that amount. A very important question, then, is " has this 
amount been paid in cash ? ” Looking at the payments made, 
viz., Rs. 1,500 during the year, we find that they are far in 
excess of the amount of interest. The adjusted position, there¬ 
fore, is as under ;— 

Rs. A. p. 

Interest paid .. .. 67 12 ix 

Principal paid .. .. 1,432 3 i 


Total . 1,500 0 o 

It will tx-- seen that by this method, the bt>rrower gets 
interest on all payments made by him during the year up to 
30th June; whereas, if interest had been apfRroptiated di^ng 




410 


ACCOUNTS AND PROCEDURE. . 


the year, out of payments made during the year, he would have 
lost interest on those payments. 

20. Societies accept deposits from their own members- 
and will, when sufficiently advanced, accept them from non¬ 
members also. Primary societies pay 9% per annum on 
deposits. When a deposit is received, it is shown as a receipt 
in the Cash Book and the depositor’s personal account is credited. 
Members’ personal deposit accounts must be maintained in a 
separate ledger which is called the Ledger of Deposits, and 
deposit entries should, on no account, be made in the members’^ 
loan account maintained in the Ledger of Loans. At the same 
time the Society Moharrir, if the deposit is made in the village, or 
the Bank Clerk, if it is made in the Bank for the credit of the 
society’s account, must write up the deposit account on the 
left hand side of the member’s pass book. When a deposit is 
withdrawn, it is shown as a payment in the Cash Book, and the 
depositor’s personal account in the Ledger of Deposits and 
in the pass book is debited. When interest is compounded 
on a deposit account, it is shown as a payment in the Cash Book 
on account of interest and as a loss in the interest account; 
again, it is treated as a receipt and shown as a fresh 
deposit receh’ed in the member’s account in the Ledger of 
Deposits and the pass book. When interest is paid in cash, 
it is shown as a payment in the Cash Book and debited to interest 
account, no entries being made in the member’s deposit account. 
Deposits carry interest and they must not lie idle as cash in 
hand with the society. The money should either be lent out 
immediately to members or be paid to the Central Bank thus 
reducing the debt to the Central Bank by a corresponding amount. 

21. Every society has to purchase a share in the Central 
Bank to which it is affiliated. This share is, as a general rule, 
paid for out of profits. But the society has no profits on the 
day on which it is registered. The value of the share can, 
therefore, be shown as a loan from the Central Bank by crediting 
the Central Bank’s loan account and by opening and debiting 
a separate account for the share. This share refoesents an 
investment and is therefore a real account, Rowing an asset. 
When at the close of the year, the Profit and Loss account is 
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calculated the full value of the share is entered as paid up, 
debiting the Central Bank’s loan account and crediting Cash. 
The Profit and Loss account is not charged with the value of the 
share and the net profit is not reduced, because by investing 
the profit in the purchase of a share, no loss is sustained. One 
kind of asset has become another kind of asset ; cash (which 
is an asset) being reduced, and a new asset (in the shape of a 
share) being created. 

By-law 2 (4) for primary societies lays down that every 
borrowing member must purchase a share of Rs. 5 in the Central 
Bank for every Rs. 50 or part of Rs. 50 which he may owe to 
his society. The value of this class of shares, if not paid in cash 
at the time of purchase, is debited by the Central Bank to the 
society’s loan account, and by the society, in its turn, to the 
individual member’s loan accounts, entries being made in the 
Cash Book both on the receipts and disbursements side, in the 
pass books of the members, and in the pass book of the society. 
The value thus becomes part of the ordinary loan, and as repay- 
ments are made the loan account of the member is credited, 
and that of the Central Bank debited. 

22. The admission of new members can only be made in 
accordance with the by-laws. A formal resolution must be 
recorded in the Society’s Proceedings Book, the member must 
sign his name (or affix his thumb-niafk) in the Register of 
Members, and he must pay his entrance fee and Federation 
subscription. Until all this has been done, membership is not 
complete, and no loans can be legally made except to a fully 
fledged member.* AstatcTiicnt of the new member’s assets and 
liabilities mast then be sent to the Central Bank together with 
a copy of the society’s resolution granting him admission. 
The society must then fix the new member’s credit lunit and 
inform the Circle Union and the Central Bank. Should an 
increase in the .society’s credit limit be necessitated by new 
admission j, the society must apply, in the usual way, to the 
Central Bank tlirough the Circle Union (if there is one), or 
directly if there is no Circle Union. 


* VUt Scctioii 1. ol the Act, 
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23. Members may withdraw from the society if they have 
paid up all their dues to the society ; not otherwise. A member 
wishing to withdraw should first settle his loan account w^h 
interest thereon up to date, pay up the full value of the share 
or shares he may hold in the Central Bank, and settle his other 
liabilities, e.g., that for the Federation subscription. His 
deposits will then be paid by the society with interest up to 
date or be deducted from the net amount payable by him to 
the society. Under Section 20 of the Act the society has a 
charge upon the shares and deposits of members and past 
members. A resolution should then be recorded in the 
Proceedings Book approving of the withdrawal, and a copy sent 
to the Circle Union and Central Bank. Columns 9 and 10 of the 
Register of Members should also be filled in, making reference 
to the resolution approving of withdrawal in column No. 10. 
The member should be given clearly to understand (if he does 
not know it already), that he will continue to be liable for a 
period of two years for the debts of the society as they stood 
on the day of his withdrawal. 

24. On the death of members, immediate steps should 
be taken to get the successors to their estates enrolled in mem¬ 
bership provided they are eligible, and to transfer to them the 
accounts of the deceased. Minor sons of a deceased member can 
be admitted if represented by a guardian. A resolution should 
be recorded in the Proceedings Book admitting the successor or 
successors of the deceased. Columns 9 and 10 of the Register 
of Members must be filled in, and the fact of death recorded 
against the deceased member's name. The name of the succes¬ 
sor or successors must bo entered and signatures or thumb 
impressions taken. No entrance fee will be charged to suc¬ 
cessors in interest. If, however, the successors of the deceased 
member are unwilling to join the society or if the society does 
not want to admit them, steps must be taken to recover the 
amount due by the deceased member. A deceased member’s 
property is liable for his debts to the society for a period of one 
year after death (see Section 24 of the Act). But if this 
property has passed into the hands of a non-member recovwy 
will have to be by means of regular suit. 
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25. I( a member is expelled for bad conduct or for any 
other reason in accordance with the by-laws, he must forthwith 
discharge all his liabilities to the society. A resolution must 
be recorded in the Proceedings Book of the Society giving the 
reasons for the member's expulsion and entries should be made 
in columns 9 and 10 of the Register of Members. In this case 
the Registrar can be asked to grant an award against the 
member if he is not willing to pay. Even after expulsion, a 
past member is liable for the debts of the s(x:iety, as they 
stood on the date of his expulsion, for a period of two 
years. 

26. Serious disputes between members and the society, 
or between the .society and the Circle Union or the Central Bank, 
or between the Circle Union and the Central Bank, may, if 
they cannot be amicably settled, be referred to the Registrar for 
decision. The Registrar will, however, not treat such references 
as a matter of course ; he may, in fact, refuse his assistance in 
cases in which a needless reference has been made. The 
Registrar’s decision is final and binding on all parties. When 
a request for an award is to be made, an application stating 
the facts of the case, together with a copy of the account of 
the party against whom the award is sought, should bo sent to 
the Registrar through the Central Bank. The Registrar fixes 
a date for hearing and issues notices to the parties concerned to 
appear before him. Should they fail to appear, the Registrar 
proceeds to decide the dispute. 

Awards must be filed in the nearest civil court having 
jurisdiction by the Sirpanch or Secretary of the society or by 
some other member duly authori.sed by formal resolution of 
tlie society (see By-law 20 of the by-laws for primary societies). 
The civil court is asked to issue a decree in terms of ihe award, 
and the necessary ])rocess fees, etc., must be paid. What is 
avoided is the expense and delay of a contested suit, and, 
perhaps the further expense and delay of an appeal. The 
award procedure is, however, not intended as a means by 
which bad and reckless societies may avoid the inevitaUe 
consequences of lending money to members imwoithy of 
credit. 
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It must be understood that the Registrar does nol entertain 
applications made by a society for awards against its individual 
defaulting members, unless the society has been punctual in 
its payments to the Central Bank. Joint responsibility must 
be enforced; and if, when money is due to the Central Bank, 
some members fail to pay their dues to the society it is for the 
other members to see that the society, as a whole, keeps its 
promises and preserves its good name. Mutual discipline is 
what is wanted. 

27. Every society must maintain a Haisiyat Register in 
the standard form prescribed by the Registrar. It should be 
filled in by the Annual General Meeting of members. The 
entries concerning each member are to be discussed and passed 
b the General Meeting, and every membei has to sign or 
affix his thumb mark against the entries concerning him in 
token of correctness. 

The Haisiyat Register is a private and confidential record, 
and it cannot be produced in a civil court or be inspected by 
any officer of Government without the express permission of 
the Registrar. This is because under an implied pledge of 
secrecy correct information is furnished by members to their 
bankers {i.c., their societies) ; and it is against the public 
interest that any use should be made of such information for 
any purpose not directly connected with the business of the 
society. 

The Haisiyat Register is at best a rough and inaccurate 
statement of the society’s assets and liabilities, and its true 
purpose is to furnish an index of progress for the society as a 
whole and for the individual members. The Registrar has on 
many occasions pointed out the extreme danger involved in 
the use of the Haisiyat Register as a guide to credit. There is 
no safe substitute for that intimate local and personal knowledge 
which is indispensable to the accurate assessment of personal 
credit. The society alone can assess the credit of its individual 
members ; any other agency must err and be too liberal or too 
parsimonious. But the Haisiyat Register is, for administrative 
and educative reasons, a reccu'd of great value, and particolar 
attention should be given to its regular and accurate upkeep. 
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28. The following form of mortgage deed is prescribed 
by the Central Provinces Federation and approved by the 
Registrar for general use:— 

Mortgage Deed. 

The mortgagee Sirpanch of the village co-operative credit 

society, unlimited, No. of 191-mouza--- 

Circle No_Pargana „. _ , Tahsil- 

District__ _- — 

The Mortgagor____ . i>ou of 

__ ... caste__ __—. age 

____ __occupation_---- 

Whereas I have this day borrowed from the aforesaid society 
the sum of Rs...(Rupees —- 

__"i. I agree to repay the same as follows :— 


DETAILS OF REPAYMENT. 

Date, Month, ami Year. 

I’rincipai. : Interest. 

Total. 


1 

1 i 

1 ! 

! 

i 

1 


Interest at rup)ee one per cent, per mensem, i.e., 12 per cent, 
per annum will be paid on th.e amount borrowed. The society 
vtU have the right to appropriate the repayment first to interest 
due. All repayments made by me shall be entered in my pass 
book and I shall not bo entitled to credit for any payment not 
entered in my pass book. As a security for the aforesaid loan. 
I hereby mortgage my property described below to the said 
society, and agree that the said prop -rty will not be mortgaged, 
gifted, sold 01 otherwise transferred till the liquidation of the 
debt in full. 1 hereby guarantee that the mortgaged 
property is not mortgaged, gifted, leased or sold to anylx^y. 
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If it be found that the mortgaged property is transferred to 
anybody else I may be held guilty under the law. In the event 
of my failure to repay the amount borrowed with interest at the 
stipulated time, or in the event of my being found guilty of 
breach of any rules or by-laws of the society, or in the event 
of my leaving the society or being expelled therefrom, the 
society will have the right to recover the whole amount with 
interest at once. It is stipulated that the rules and regulations 
of the society that are in force at present, or that may hereafter 
come into force, will govern this mortgage deed. The society 
shall have the right to recover the amount due by me with 
interest by auctioning the mortgaged property and should there 
be a deficit, I hereby agree to make good such deficit with 
interest thereon, personally or from mjr other property. 

We (sureties)___..._ ___ 


of____Tahsil_ 

District.. .. ... ..do stand surety and stipulate 

that in the event of the debtor’s failing to repay the aforesaid 
loan we undertake to repay the same personally and out of 
our property. It is further agreed that in the event of there 
being a default in the payment of instalments as detailed above 
and if there arises any dispute between us and the society, 
we agree to and hereby appoint the Registrar, Co-operative 
Societies, Central Provinces and Berar, an arbitrator and agree 
to abide by his decision in the matter, and his decision will be 
treated as an award and the society will hav'e the right to get 
a decree from the Civil Court in the terms of the award and 
recover the decretal amount. 

Executed this_ ^day of___ 

in the year_^with full knowledge 

and understanding. 

Details of mortgaged property. 

I _,_Witness. 2 .___ 
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Mortgaged of transferable rights in land are extremely 
useful provided they are in favour of the society and not of the 
Central Bank. A Bank saddled with the possession of land is, 
almost invariably, a Bank saddled with loss. Paragraphs 66, 
67, 68 and 69 of the Report of tlie Committee on Co-operation 
in India arc given below:— 

66. It will be convenient for us here to explain briefly the attitude ot 

co-oiierative institutions towards real security. It is 
cX^rab«Twiet'ies. •' ‘'f'ntral principle of co-operation that security should 
Ix' [XMSoual ; that is, that it should depend primarily 
on the man and his sureties and not on his proix-rty. The idea ol }x?isonal 
security, however, implies the power of a member to repay, and this in its 
turn depends on his capacity as a worker, his honesty of character, and the 
amount of his proprerty. A Co-operative StKiety differs from an ordinary 
money-lender in that it takes cofmitance of all three factors, while the latter 
looks at the last orJy. There is nothing unco-operative in the hyp>othecation 
of inunovablc property, so long as it is recognized that personal .security 
must be given and that the borrower's property is only a secondary or collateral 
protection. It follows from this that, when tangible projierty is accepted as 
security for a loan, it should be taken in addition to the instruments executed 
by the borrower and his sureties and not in place of them | and we think that 
the existence of a pledge or mortgage should not absolve societies from taking 
sureties also or from proceiding. in case of default, against the surcfics ie/ore 
taking action ag.iinst the property. 

67. Movable profierty, such as cattle or carts, is sometimes taken as 

security, and it may incidentally ix noted that as the 
system of cattle msuiance extends, the value of 
cattle as '.eciirity will In' enhanced. There are cases 
w'here other kinds of mo\ able jiroperty are acrx'ptc d, btit the practice of 
hypothecating this class of property is uncommon. With regard to the 
hypothecation of shares we would «ish to remark that we consider it undesirable 
that any society should [x*rmit it , members to hypothecate their shares in the 
society as security for loaas, Ix-cav.-e in such cases the s(x:iety can only enforce 
the security by diminishing if'-' “ owned ” capital and tliereby reducing its 
general credit and (he security of creditors. 

68. As noted abow, the mortgage of land .,ln,uld only be regarded as a 

form of collateral security in addition to sureties. In 
Mortgage ol Land. some provinces more general use has been made of 
mortgages than in of Ikts and in our opinion they have 
been more fret'iy employed than is neccssarj-. Though the practice, as we 
have said, is not m essence unco-operstivc and b in fact growing more comnMMt 
in Germany, it should be resorted to sparingly. It b justified in cases where 
land has been redeemed with the money .ulvanced, as the new mortgage simply 
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takes the place of the old one, and also in oases of large or long-term loans 
where there is some risk in rel3dng only on the personal element. In view of 
the unlimited liability of the members, a borrower’s landed property is indeed 
always liable to sale in order to make good any default, and the main object 
of taking a formal mortgage is to prevent the alienation of the property to 
outside parties. We have found cases in which mortgages of the whole of 
their land have been made by the members of societies to societies and by 
whole societies to union.s—es])ccially in tracts newly colonized or irrigated— 
in order to protect the society from alienation to outsiders. The object of the 
societies in such cases is ordinarily to bind all the members together in a single 
self-contained body of borrowers and the motive is a high sense of co-operative 
unity. So long as the practice remains entireh’’ voluntary we see no objection 
to its adoption from the point of view of co-ojrcrative organization. Mortgages 
as a rule should 1 k‘ without possession, as this forms a sufficiently unimpeach¬ 
able security, and societies are by their nature unfitted to manage land cor¬ 
porately. In some places societies take a mortgage with possession, and relet 
the land to the mortgagor for an annual sum covering the instalment of the 
loan and the Government land revenue demand ; but this method seems to us 
to Ix' cumbrous and to lx> unnecessary, unless it is done as part of a scheme 
for the co-ojxTative management of land. 

bg. Owing to the laws prevalent in certain tract.s for tlie protection of the 
IX'a.santry, it is not always possible for a Co-operative 
aiienSo™is\oS™'.‘'’’'‘ Society to obtain a valid mortgage on which it can 
sue for sale. The society has ordinarily in Bombay, 
Berar, Madras, Coorg, Burma, Assam, .Ajmer, and the Punjab to deal with the 
small <x:cupant or landholder : while in Bengal, Bihar and Orissa, the Central 
Provinces and United Provinces its main constituents arc tenants with a more 
or less secure right of occupancy. In the first five of the Provinces above- 
nauicd there is usually (putting aside six-cial cases and special tracts) no 
difficulty in obtaining a \’alid mortgage and suing for sale in default of 
jiayment. and in certain cases in Coorg and Burma a Co-operative S(x;iety is 
by a special order enabled to obtain a mortgage on land. In Ajmer 
a mortgage without poss<*ssion can be obtained but, as sale, in execution is 
forbidden, the only remedy in default is for the society to be placed in possession 
for a term of j’ears ; and the same would appear to hold good as regards the 
land of a member of an agricultural tribe in the Punjab. It is, however, with 
regard to occupancy tenants that the difficulties regarding this form of security 
are most keenly felt. In the Agra Province an occupancy' tenant car. mortgage 
to co-shartTS only : in the Central Provinces a mortgage by an occupancy or 
orcUnary tenant in favour of a society can Ire voided at the instance of the heir 
« co-shaicr and no decree can be passed for the sale in execution of a right of 
occupancy or of ordinary tenant rights ; while in Bengal and Bihar a society 
can only obtain a valid mortgage from an occupancy tenant in cases where a 
custom can be proved establishing the tenant’s rig^it to mortgage, and a custenn 
allowing such a riglit in the absence of the landlord’s consent is said to be very 
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dp&cult to prove. It has been represented to us that in the case of occupancy 
tenants a society should be specially entitled to obtain a mortgage and (subject 
to certain safeguards in respect of the sub-division of holdings and the right of 
the landlord to object to the transferee) to bring the land to sale in execution. 

It is contended that the restrictions which are intended to guard against 
rapacious money-lenders are out of place when the mortgagee is a benevolent 
co-operative society, and that in any case the power of sale would only be 
exercised in rare and extreme instances. It is further urged that, as a society 
has under the law a prior claim on ci ops grown with the aid of a loan given for 
seed or manure, there can be no objection in principle to its having a lien on 
land, at any rate in respect of land freed from encumbrance by loans made 
for the repayment of old debts. The question is, of course, one which has to be 
considered in coimection with the general tenancy arrangements of the provinces 
concerned, but our feeling is that if arrangements can be mode with the 
concurrence of the landlord class to secure this concession for societies in areas 
where they would ordinarily bo unable to obtain a mortgage, there can be no 
reasonable objection to it on the mere ground that the concession is not enjoyed 
by other creditors. Evidence has been given to us of the extreme insecurity 
of tenure in certain tracts, and, without desiring to enter into a question beyond 
tlie scopie of our rejxirt, we feci that we are justified in pointing out that unless 
a tenant, who is a member of a co-operative society, has a reasonable assurance 
of continuing in enjoyment of his holding, and is free from the liability of having 
his earning power suddenly terminated without any fault on his part, it is 
impossible to invest much money in financing him through co-operation. 

29. Sections 35 to 38 of fho Act should be made clear to the 
members of the primary societies. " All officers and members 
of the society shall furnish such info’-mation in regard to the 
affairs of the society as the Registrar or the person authorised 
by the Registrar may require." Section 37 empowers the 
Registrar to charge the society with the coats of an investigation. 
The Registrar will, of course, only exercise his powers with one . 
object in view, namely, the health of the co-operative system. 

If societies behave well, they will be treated veU. But the best 
of rice crops must be weeded ; and it is the duty of the Registrar 
and of all responsible for the welfare of the movement to root 
up weeds and destroy them. 

30. The Reserve Fund of a primary Co-operative Credit 
Society is the whole of its accnmulated net profits. Societies 
with unlimited liability are not permitted to divide any profits 
amongst their members. The by-iaws dealing with the Besenre 
Fund are intended to secure the mazimam e fii c i c ne y ct 
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co-operative effort as an agency for the permanent advancement 
of the village, the creation of local capital, and the progressive 
economic betterment of posterity. Central Banks collect 
interest from societies at 12 per cent., but of this 12 per cent, 
one quarter is sent to the Registrar, through the Provincial 
Bank, for investment in gilt edged securities. The meaning 
and objects of the Reserve Fund must'be clearly and constantly 
explained to the members of societies, 

31. TlTie co-operative year in the Central Provinces and 
Bcrar ends on the 30th June, on which date all accounts are 
closed, and the Profit and Loss statements and Balance Sheets 
prepared. Interest at 12 per cent, should be calculated on all 
the loan accounts of the members of primary societies up to the 
30th June and be debited to those accounts and credited to 
interest account. Should the repayments made by a member 
during the year, and credited to principal according to the 
katimii system, equal or exceed the total amount of interest 
up to the 30th June, there is no interest due. If, however, the 
total repayments fall short of the interest, the deficit is interest 
due. Similarly, interest on all deposit accounts should be 
calculated at 9 per cent, and be credited to the deposit accounts 
and debited to interest account as a loss. Interest on the 
Central Bank loan account should be calculated up to the 30th 
June and be debited to interest account and credited to the 
Central Bank loan account. If the total repayments made 
by the society during the year to the Central Bank equal or 
exceed the interest which has accrued up to the 30th June, no 
interest is due on the 30th June to the Central Bank. If, 
however, they fall short, the deficit is interest due to the Central 
Bank. Dividend earned on the society’s share in the Central 
Bank should be taken as profit in the Profit and Loss statement. 
The loan accounts of all the members should then be debited 
with the Re. i Federation subscription and the Central Bank 
loan account credited. This means tliat the repa)mients made 
by members during the year include the Federation subscription 
paid in advance for the next year. Should, however, the 
repayments fall short of the total interest and Federation 
subscriptkni, the Federation subscription due on the 30th Jui» 
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passes into the loan account and is capitalised, and is, in this 
•way, never allowed to be in arreare. All nominal accounts 
are then closed and summarised in the Profit and Loss account. 
The total of the profit side represents gross profit; and the 
balance of the profit and loss account net profit, and this net 
profit is earned to the liabilities side of the balance sheet. All 
real and personal accounts are then transferred to the Balance 
Sheet in accordance with tlie proceduie exploLied in Chapter I 
of Part IV. 

32. Although, strictly speaking, the Ijouks of the M)cieties 
ought to be closed and the final statements prepared on the 
30th June, this is not possible because the members of primary 
societies have no knowledge of accounts. A very small 
percentage of them can read and write after a erude fashion. 
Professional letter and petition writers arc, it must be remembered, 
firmly established features of Indian life. The accounts of all 
primary societies are kept by Society Moharrirs, who are paid 
by the Central Provinces Federation of Co-operative Banks 
(that is to say by the societies themselves) and controlled and 
supervised by the local Central Banks, which, of course, merely 
represent the societies. The Central Banks arc responsible for 
the accounts of their affiliated sociedies and must see that 
they are maintained correctly and up tt> date. For about one 
month or more after the 30th June tiie combined efforts of the 
Government Auditors, the Federation Auditors, the Society 
Moharrirs, and the paid staff of Central Banks, are employed 
in the work of collecting and tabulating the information required 
for the compilation of the returns called for by the Govern¬ 
ment of India every year. Final statements can, under the 
circumstances, be audited (.nly during the following year. 
Auditors being few, societies many, and travelhng a matter 
of time. 

33. Sections 39 to 42 of the Act regulate the liquidation 
or winding up of societies. Rule No. 41 of the rules framed 
by the Administration under the Act (Appendix IV to this part 
of this book) deals with the procedure to be followed. Liquida- 
tkm may be voluntary or compulsory. Three-fourths of the 
members of a society may, of their own accord, determine spon 
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liquidation ; or the Registrar may pass an order for compulsory 
liquidation. Should the Registrar order liquidation, an appeal 
may be made, within two months of the date of his order, to 
the Local Administration. 

A liquidator, appointed under Section 42 of the Act, will, 
after examination of the accounts of the society, prepare a 
correct and up-to-date Balance Sheet or Statement of Affairs. 
The next step is to convert all assets into cash. Should the casli 
realised be short of the liabilities to be discharged, unlimited 
liability must be enforced (a) with respect to the present members, 
and [h) with respect to such past members as are within the 
two year and one year liim'ts prescribed by Sections 23 and 24 
of the ,Act. After enforcement of unlimited liability, if the 
cash realised still falls short of the liabilities, the Reserve 
Fund must be used. If after the entire property of the members 
has been disposed of and the Reserve Fund is exhausted, the 
realised assets are insufficient to meet the liabilities of the 
society in full, the creditors are paid a rateable percentage of 
their debts. This percentage is called the dividend; but 
personal liability remains and the Registrar will not permit 
claim.s upon members to be relaxed until the society’s debts 
have been paid in full. 

When a society has ceased to exist its Reserve Fund is 
dealt with in the manner described in the by-laws for primary 
societies ; the shares in the Central Bank held by the individual 
members remain, of course, their private property, but the 
shares which belonged to the defunct society and were paid 
for out of profits are transferred to the Central Provinces Federa¬ 
tion of Co-operative Banks and thus become the pn^rty of 
the co-operative movement. 


CHAPTER III. 

Circle Unions of Primary Societies. 


I. If a number of societies situated within a demarcated 
circle (see Union By-law 4 (a)), seek r^jstration as a Qide 
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Union, they must proceed as follows. Each society must, by 
a majority of its members assembled in General Meeting, pass 
a resolution to the effect that it is willing to form a Union with 
certain other societies and to abide by the by-laws prescribed. 
Each society should then elect two of its members as the society’s 
representatives, and these two members must be authorised to 
subscribe to the Memorandum of Association of the Circle Union 
on behalf of the society. When all the societies to be formed 
into a Union have recorded the necessaiy resolutions in their 
Proceedings Books, the Memorandum of Association is prepared 
and signed and then the Memorandum and the by-laws and 
copies of the resolutions are sent, through the Central Bank, 
to the Registrar. No special financial statement is submitted 
with the application for registration, as the financial position 
of the member societies is already known both to the Registrar 
and the Central Bank. Registration papers must, in order to 
provide the necessary records, be prepared in triplicate ; but 
as the Union is simply a society of registered societies, they 
need not be submitted through the Deputy Commissioner of 
the district. 


Memorandum of Association. 

We, the undersigned representatives of the Primary Co¬ 
operative Credit Societies, named in column 2 of the list given 
below, and all being duly authorised by our respective societies 
as per copies of their resolutions herewith attached, to make 
this application, request on behalf of our respective societies, 
registration as a Circle Union of Primary Co-'iperative Credit 

Societies, with limited liability, to be called the- 

Circle Union of Primary Co-operative Credit Societies, Limited. 

The registered office shall be at _ . . -, Post Office, 

__Tahsil__ District_ 

2 . This Circle Union will carry on its operations within 

the limits of the following villages si.uated in the- 

Tahsil of the._District and in such other villages 

as may hereafter be included in this Union with the sanction 
of the Registrar. 


cs 


28 
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Names of Villages. 

3. The objects of the Union are :— 

(i) To develop Co-operative Credit Societies to the 
utmost of its power within the area of its opera¬ 
tions. 

{it) To finance Co-operative Credit Societies situated 
within the area of its operations and affiliated to it. 

{Hi) To provide means of guaranteeing the credit of each 
of the Co-operative Credit Societies affiliated to it. 

{iv) To control the Co-operative Credit Societies affiliated 
to it by careful and regular in-spection. 

{v) To settle all matters of common interest, to advise 
and assist its affiliated societies and to further 
their interests in every way. 

4. This Union proposes to raise its capital by borrowing 

from the_Central Bank, Limited. 

5. In addition to the Primary Co-operative Credit Societies 
which subscribe to this Memorandum of A.s.sociation, the 
following societies arc eligible for membership of this Union :— 

(f) Co-operative Credit Societies which are .situated 
within the area of operations of this Union and 
are solvent and sound in working. 

{it) Co-operative Credit Societies that may be registered 
hereafter on the recommendation of this Union 
and are situated within the area of its operations, 
provided that such societies shall, by their Sirpanch and Secre¬ 
tary, sign a declaration accepting all the rights, duties, and 
liabilities as prescribed by the by-laws of this Union, and by 
the Co-operative Societies Act II of 1912, and the rules made 
thereunder. 

6. We have, on behalf of our societies, agreed to the by¬ 
laws submitted with this application and we clearly understand 
these by-laws. 

7. This Union agrees to purchase at least one share (rf 

Rs. 10 in the_Central Bank, Limited. 

8. We sign this application for registration in writing 
or by thumb mark on behalf of our respective societies. 
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LIST OF SIGNATORIES TO THIS APPLICATION. 


Serial Ko. 


1 Name of Society. 

i 

Registered No. 
of Society. 




Signature or thumb mark of 
the autbori<»«0 representative 
of the society. 


Report of the Organizer. 

This should state :— 

(i) The name of the President elect. 

(ii) The name of the Secretary elect 

(Hi) The arrangements it is proposf'd to make for 
keeping the accounts of the Union. 

(iv) The number of literate representatives of societies 
which have at present joined the Union and the 
names of such f>f them as are likely to do the 
work of inspection of societies. 

(v) Name or names of Central Bank Directors residing 
or having a place of business within the Union 
area. 

(vi) Whether any of the above Directors are members 
of any society in the Union ? 

2. On registration, the usual Certificate of Kcgi.stration 
is granted by the Registrar, and an approved copy of the by¬ 
laws is sent to the Secretary of the Union through the Central 
Bank. Societies within the Union circle, which become candi¬ 
dates for membership after the Union has been registered, 
must make the following declaration 

" We, the undersigned Chairman and two Committee 

members of tn-_Co-operative Credit Society, 

being authorised so to do by resolution of the General Meeting 
of our society, hereby, on behalf of the said society, agree to 
accept all the rights, duties, and liabilities prescrib^ by the 
by-laws of the _Union of Co-operative Credit 
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Societies and to abide by its by-laws as a condition of our 
society being admitted into the said Union as an affiliated 
society." 

1 . Sirpanch. 

2. Secretary. 

3- Member. 

3- A Circle Union does not handle cash, and the books 
and records to be maintained by it can and should be few and 
simile. 

The following books and records are to be maintained by 
every Union:— 

(1) List of Societies constituting the Union. 

(2) Loan Account Ledger. 

(3) Account of Vouchers. 

(4) Proceedings Book. 

(5) Twt) File Books. 

4. In one of the two File Books provided, the Society 
Moharrir should carefully file (a) the application for registration, 

(&) a copy of the by-laws, (c) the Certificate of Registration, 
and {d) copies of the Registrar’s Circulars. In the other file 
should be kept miscellaneous papers, such as the copies of the 
proceedings of the constituent societies, etc. 

5. The Moharrir should then write the List of Societies 
in the prescribed form. In the column " Date of affiliation ” 
should be written the date on which the Union was registered, 
and for societies subsequently enrolled, the date on which the 
resolution granting admission to a society was passed by the 
Union. 

6. It is important to remember that tlie liability of the 
Union as defined in its by-laws begins from the date of its 
registration. The accounts of the Central Bank with the 
Union’s constituent societies should, therefore, be transferred 
to the Union as on the date of its registration. The following 
is the correct procedure when transferring the loan accounts 
from the Central Bank to the Union. 
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Central Bank Books. 

(i) The Central Bank must calculate interest on the loan 
accounts of each society up to the date of the registration of 
the Union and debit the interest to them. The accounts are 
then closed and the debit balances are transferred to a new 
account opened in the name of the Circle Union. This means 
that instead of keeping separate loan accounts for individual 
societies, the Central Bank keeps only one account for a number 

of societies called the "Loan Account of the_Circle 

Union.” In this account, all advances to and repayments from 
tlie individual Primary Societies affiliated to tin' Circle Union 
are entered. No separate loan accounts of Prhnary Societies 
affiliated to a Circle Union should be maintained by a Central 
Bank. Decentralisation of work is one of the main objects 
of the Union. 

Books of Primary Societies. 

(ti) When the loan accounts of the individual IVimary 
Societies have been thus transferred to the loan account of the 
('ircle Union by the Ccntial Bank, the Society Moharrir con¬ 
cerned takes copies of the accounts from the books of the Central 
Bank and proceeds to close the Central Bank's loan accounts 
m the books of the Primary Societies. Here, too, interest up to 
the date of registration of the Circle Union is calculated on the 
Central Bank’s loan account and credited to that account. 
The amount must agree with the amount of interest debited 
by the Central Bank to the Primary Society. When this has 
been done, the account '.f the Central Bank is closed, a new 
account is opened in the name of the Circle Union, and the 
credit balance of the Central Bank’s loan ;iccount is transferred 
to the credit of the Circle Union loan account. 

Books of the Circle Union. 

(if?) When the books of the constituent Primary Societies 
have been wTitten up, the Society Mohanir should forthwth 
proceed to write the books of the Circle Union. In the Loan 
Account Ledger, the date to be entered in the first and fifth 
cdumns should be the date of the registration of the Citcle 
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Union, so far as the opening transfer entries are concerned. 
For subsequent transactions, the actual dates of the transactions 
should be written. Columns 2 and 4 contain merely statistical 
infuimation and are meant to serve as a " diary ’’ of the dates 
on which repayments fall due. Columns 7 to 9 constitute the 
real financial account. Separate loan accounts for every 
constituent .society should be opened, giving one page or more 
to each individual society. The debit balance of each society, 
including the interest up to date as it stood in the Central 
Bank’s books, should be the first entry in the society’s loan 
account in the books of the Circle Union. A loan account for 
the Central Bank should then be opened and the sum total of 
the debit balances of the individual constituent societies’ loan 
accounts should be posted to the credit of this account. After 
these transfers ha\-c been recorded in the books of the Central 
Bank, the Circle Union and the individual Primary Societies 
the follow'ing accounts must agree ;— 


Books o{ tltt> ( cntral Bank. 


(a) (losing di'Uit Liaianers 
oi individiinl Kocu*tic.s' 
li>an naonius. indue!' 
Ing intoP'st up to datt*. 


(b) Opening debit lialance 

of the Circle Union’s 
loan account. 

(c) Instalments due by the 

Union. 


Of the Circle Union. 


Ojxming debit l>alances of 
the individual socictte.s’ 
loan account.s. including 
interest up to date. 


t 

Clpcning credit balance of 
the Central Bank’s loan 
account. 

Instalments due to 
Central Bank. 


Of the I^iraary Societies. 


CUxsing cretbt balance of the 
Central Bank’s loan account 
including the interest up to 
date, and the opening credit 
l)alance of the Circle 
Union’s loan account. 


Instalments due to Union 
by all tlie constituent 
societies put together. 


It is important to remember that mere calculation and 
entry of interest in an account does not mean its capitalisation, 
unless interest is calculated on such interest. The debit and 
credit of interest, therefore, at the time of making the above 
transfers do not mean capitalisation of interest and no interest 
should be calculated on such interest till the next zoth of June. So 
long as interest on interest is not calculated, the katmili system 
is strictly adhered to and it does not matter how many times 
<^ring a year interest is calculated and entered in an account. 
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7. Voucliers are specially printed, engraved, and onbossed, 
and are issued in serial numbers for denominations of Re. i, 
Rs. 5, Rs. 10. Rs. 20, Rs. 50, Rs. loo. An account of vouchers must 
be kept very carefully in the prescribed form, receipts from the 
Central Bank being entered in the first three columns and issues 
to societies in the last three. The Union Secretary must, before 
distributing the vouchers to the societies, endorse each voucher 
on the back. The endorsement is printed, and the Union 
Secretary has merely to sign his name. The Union Secretary 
must furnish the Central Bank with a list of f he serial numbers 
printed on the vouclier books and vouchers supplied to each 
societj'. Vouchers are, of course, not transferable and can 
only bo negotiated at the office of the Central Bank c.xcept by 
previous special arrangement. 

8. One of the most important functions of the Union is 
to fix an annual cash credit for its affiliated societies. The 
societies, after fixing credit limits for their own individual 
members, send their rcpre.sentatives to the Union General 
Meeting with the detailed credit list and ask the meeting to 
.sanction the credit limit of the society. The Union may or 
may not sanction a cash credit in full, but societies should 
themselves make any individual reductions neces.sary. Credit 
lists as finally passed by the Union are to be submitted to the 
Central Bank, wnth the Union’s certiucate of guarantee endorsed 

upon each list, thus ;—" Passed for Rs._The 

Central Bank may pay this sum to the_Society, 

registered No..__” The Secretary of the Union must sign 

this certificate. The sum total of the credit limits of the con¬ 
stituent societies is the credit limit of the Circle Union. On 
this credit limit being sanctioned by the ('entral Bank, the 
Man ager sends voucher books to the Union for the total amount 
of the credit limit s.inctioned for the year; and the Union, 
in its turn, distributes the \ ouchers to the individual societies 
to the amount of credit sanctioned for each. 

9. The Society Moharrir in charge of the Union accounts, 
must make abstracts every quarter (or more frequently), from 
the books of the Central Bank, of the accounts of the Union 
in his charge. From these abstracts, he checks and. Where 
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necessary, writes up the books of the Circle Union and the 
books of the Primary Societies. The Central Bank writes 
up the members' pass books and the pass books of the 
societies as transactions take place in its ofiSce from time 
to time and issues receipts to the societies and to individual 
members for payments made. Moreover, the counterfoils of 
the vouchers issued are to be found in the books of vouchers 
distributed to the societies. These pass books, the receipts, 
and the counterfoils of vouchers are to be tallied with the entries 
dealing with the Circle Union’s account in the books of the 
Central Bank, and with the books of the Union and of the 
Primary Societies. 

10. No Cash Book is maintained for the Circle Union. 
The Union, as already pointed out, does not accept deposits ; 
it borrows at 9% from the Central Bank and lends to affiliated 
siKieties at the same rate. Thus the Union makes no profit, 
and consequently has no Reserve Fund and no Profit and Loss 
Account. Should bad debts appear, the guarantee must be 
enforced to clear them. 

11. Interest is calculated on the katmiii or the “ daily 
balance ” .system already e.vplained. Every year, on the 30th 
of June, interest is calculated and capitalised. 

12. The Balance Sheet of the Union is exceedingly simple ; 
the total of loans and interest due from member societies con¬ 
stituting the only asset, and the loans and interest due to the 
Central Bank, the only liability. 

FORMS PRESCRIBED FOR CIRCLE UNIONS. 

riRCI.E UNION FORM No. I. 

List of Societies constituting the ___ Circle Union. 



No- 

of 


District. 








Serial 

No. 

Name of Society. 

Re^tered 

Date ci 
affiliation, 

1 

! Signature of thumb 

1 mark of the 
! representatives. 

1 

Remarks* 

1 




! 

i i 

i 

1 
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CIRCLE UNION FORM No, II. 

Loan Account. 

Credit Limit--._Society Registered No.. 


I 


Month 

nnd 

y«ar. 


It 

Repayments 


SETTI.ED. 

Date. 



8J 

D.Ttf. 

Amount. 







e 


Debit. Credit. 


Balance. Remarks. 


CIRCLE UNION FORM No. III. 
Accounl of Vouchers. 


Date.! 


Darticularij of 
V'ouchers received 


Amount. D itr. 


Particulars of 
WmcbiT's 


.Amount. 


Uemakkh. 



CHAPTER IV. 

Central Banks. 

The efficiency of the Primary Societies depends, to a great 
extent, upon the efficiency of the Central Bank itself and that 
of its staff ; and if the honorary worker has the satisfaction of 
knowing that the Bank’s office and accounts are in good order, 
his hands are left free for organization, education, and super¬ 
vision. Although the members of the paid staff are professional 
co-operators, they may be piuud of the fact, for in no country 
has the movement progressed very far without paid staff. If, 
however, a man is a paid co-operator, he must understand and 
be constantly stud}nng his work. 

Memorandum of Association. 

The Memorandum of Associati; n of a Central Bank is in 
the following form 

I. We, the undersigned persons, resident of_ 

District, being above i8 years of age and having agreed to 
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purchase shares in accordance with the list herewith submitted, 

request registration as the_.Co-operative 

Central Bank, Limited. The registered office shall be at_ 

-Post Office_., Tahsil_ 

District_ . 

2. The liability of the Central Bank shall be limited to 
the face value of the shares issued. 

3- The operations of the Bank shall be confined to the 
Tahsil or the___District. 

4. The objects of the Central Bank are 
{a) to finance registered Co-operative Societies affiliated 
to it and situated within the area of its operations 
as defined in paragraph 3 above ; 

{b) b}- all means in its power to improve the material 
and moral condition of such affiliated societies. 

3. The authorised .share capital .shall be Rs._ 

divided into .....shares of Rs, ___each. This 

capital may be increased by the issue of any number of addi¬ 
tional shares of Rs.-each to registered co-operative 

societies that become members of the Bank and of any number 
of .shares of Rs. 5 each to individual members of such societies. 
But no otJier increase of share capital may be made unless it 
has been approved of by the members of the Bank at a general 
meeting and duly sanctioned by the Registrar. 

6 . The Bank may also, within the maximum limits fixed 
by the Registrar from time to time, raise funds— 

(a) by receiving deposits from members and non- 
members ; and 
(ii) by raising loans. 

7. The qualification for membership shall be,that laid 
down in the by-laws herewith attached. 

With the Memorandum of Association, there must be 
submitted a list of subscribers and a copy of the proposed 
by-laws; and this must be forwarded, through the Deputy 
Commissioner of the District, to the Registrar of Co-operative 
Societies, who wUl, if he thinks fit, register the Central Bank 
and issue his certificate accordingly. 
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The accounts of the Coitra) Bank are maintained in the 
books and forms prescribed by the Registrar. 

Register of Shares. 

This book deals with the shares of the Bank in serial number 
in the first column ; and in columns 2,3,4, 5,6, and 7 are recorded 
the date of purchase, name of purchaser, his address, the date 
of transfer (if any), the name of the transferee, and any remarks 
necessary—in the case of a transfer, for instance, the date and 
number of the resolution sanctioning the transfer. The writing 
up of this register follows allotment and should always be 
accompanied by the issue of share cert ilicates. 

Register of Shareholders. 

The Register of shares deals with each share ; the Register 
of shareholders witli each shareholder. In this register, the 
name of the shareholder's nominee (if any), is entered (see 
Sfiction 22 of the Co-operative Societies Act and rule No. 34 
of the rules issued by the Local Administration). It is important 
to remember that a shareholder need not nominate his successor in 
interest unless he wishes to do so. Cthcr particulars given are 
the address of the shareholder, details of the .shares held, and 
payments made by him and any transfer of such .shares. 

In the case of important transfers for consideration, it is 
as well to insist upon the execution ol transfer deed in the 
form below ; but, in this matter. Central Banks should use 
discretion and should no( surround simple transactions with 
unnecessary formality. 

Transfer Deed. 

The_..... Co-opciative Central Bank, Limited. 


I _of.. in 

consideration of the sum of Rupees_ 

_paid to me by__ 

----of-hereby 

assign unto the said__the 

share (or shares) numbered__ 

standing in my name in the books of the___ 


Co-operative Central Bank, Limited, to hold unto the 
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savd-subject to the several conditions on which I 

hold the same at the time of the execution hereof. 

And I, the said____;__do 

hereby agree to take the share (or shares) subject to the same 
conditions. 

As witness our hands this day _ .— of_ . _ 

.. One thousand nine hundred and- 

, Wiiness -.- Seller. 

_ Wiiness_ . . _ __ Buyer. 


Cash Book. 

On the left-hand side of the Cash Book, columns are provided 
for (f) dale of receipt of cash, (u) serial number of the entry in the 
Cash Book, {in) the number of the Ledger page, {iv) payer’s name, 
(v) the account to which the payment is taken, and (vi) the amount 
received. On the right-hand side of the Cash Book, similar 
columns are provided iov disbursements, {iv) behig the payee’s 
name. A column is added for the “ narrative ” (as Bankers 
term it) or descriptive remarks concerning the item. After 
the numbers of the Ledger pages, {{Hi) above), it is the practice 
to enter an index letter, such, for instance, as L (Loans) or 
D (Deposits) with reference to the Ledger to which the entry 
has been carried. The Cash Book must be balanced daily and 
the balance carried forward to the next day’s account. The 
closing balance must agree with the actual cash in hand and 
at the Treasuier’s, and auditors and inspecting officers should 
see that it does. 

If no Journal is kept by a Central Bank, all adjustment 
entries, whether they refer to actual coming in or going out of 
cash or not, must be passed through the Cash Book, as no item 
can go into the Ledger except through a subsidiary book. It 
is as well, however, to maintain a .separate Journal for all adjust¬ 
ments as very often the necessary entries cannot conveniently 
be passed through the Cash Book. For instance, Rs. 2,000 
are transferred to the Budding Fund from the Profit and Loss 
Account. This entry cannot very well be passed tlnough the 
Casli Book ; but in a Journal, the entry would be simply " Profit 
and Loss Account Dr. to Building Fund Account.” ' 
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Abstract Registers of Receipts and Disbursements. 

Tlie entries in the Cash Book are to be posted daily into 
these registers. As many columns should be provided as there 
are heads of accounts, and the total of each column is to run 
(or be carried over) from page to page and month to month 
from the ist July to the 30th June. The various totals provide, 
as it were, an analysis of the working of a Central Bank. 

From the Abstract Registers, a General Ledger should be 
opened and posted. To do this, the entries on the last Balance 
Sheet should be posted under as many different headings as 
are necessary, the assets to the debit and the liabilities to the 
credit side. Tims maintained, the General Ledger will be 
self-balancing and from it the Central Bank can, at any 
time, prepare a Balance Sheet and Profit and Loss Statement. 

Ledger of Loans Advanced. 

This account gives the name and number of the registered 
society, the number of the pass book issued to it, and details 
of advances made to and repayments made by it. Each entry 
must be prefaced by a reference to the serial number of the 
corresponding entry in the Cash Book. 

Ledger of Deposit 

In this book, the account of each depositor is entered in 
detail, at least one page being allotted to each account,' Part 
of the book should be reserved for members ; the other part 
left for non-members. This will facilitate the filling in of 
Returns. It is convenient, too, to group the different classes 
of deposits together. 

In the ease of deposits fixed for a period, interest calculated 
up to the 30th June is taken to the Profit and Loss Account. 
The amount of interest for ear h year is split, in fact, into two 
items for the sake of the Profit and Loss Account ; but this 
does not moan that interest is to be allowed on the amount of 
interest credited on the 30th June. In the case of subject 
deposits, interest is calculated and is payable on the 30th June 
in each year, and if not paid in cash, is cMnpounded. In 
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deposit accounts, each transaction is complete in itself, and 
although a total credit balance may be struck on the 30th June, 
the different items contributing to the total can on no account 
be amalgamated, because the conditions, period, rate of interest 
and due dates in respect of each deposit are different. It is, 
therefore, necessary after closing each depositor’s account on 
the 30th June to carry forward the distinct items and not an 
amalgamated total. 

Register of Reserve Fund. 

This, as its name implies, is a record of appropriations from 
profit to the Reserve Fund and of tlicir investment. It is 
important to remember that Central Banks are expected to 
remit their Reserve Funds for investment without unreasonable 
delay, that each Bank is liable to its Reserve Fund for at least 
25% of its annual net profits, and that no Reserve Fund can be 
touched without the sanction of the Registrar. 

Treasurer's Pass Book. 

This is written up by the Treasurer of a Central Bank, 
and is a record of cash transactions between him and the Bank. 
Registrar’s Circular No. II of 1915 (included in Appendix I) 
should be read. 


Pass Book for Depositors. 

In the case of savings deposit accounts (if any) and of 
fixed deposit accounts which are frequently operated, pass 
books may be issued ; but in most cases, the issue of a deposit 
receipt in the Federation form will be sufficient. These receipts 
are mt transferable, and they express clearly (/') that no payment 
of a deposit will be made before the due date, and {ii) that, 
unless notice is given to the contrary, the deposit will, from 
time to time, be renewed on the due date for the same period 
(as that for which it was fixed on deposit), on the same terms 
and at the same rate of interest. 

When a fixed deposit receipt is lost by a depositor, an 
indemnity bond, in the form below, should be taken before any 
payment of the deposit or of interest thereon is made. All 
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indemnity bonds must bear an eight anna stamp, for they are 
not Issued by the Bank in the course of its own business but 
by private persons in their own interest. 

To 

The Manager, 

Co-operative Central Bank, Limited. 

Having lost your__% fixed deposit receipt 

No__ dated_ . for Rs--- 

_in the name of__, 

1 hereby agree, in consideration of your jiaying me the amount 
tliereof v\ith the interest due tliereon amounting in all to 

Rs_receipt of wliich is also hereby acknowledged 

by me, to hold you indemnified against any other claimant for 
the same, and to deliver up the receipt should it at any future 
time be forthcoming. 

Dated the .. .. 

Signature. 

Pass Book for Borrowing Societies. 

Central Banks must not only issue pass books to every 
siKiety, but must insist on the production of a society's pass 
book at the time of each transaction. In the case of primary 
societies working the voucher system, it is the duty of the 
Central Bank to wTito the pa.ss txjoks of individual members 
presenting themselves on business at the Central Bank. 

Register of Promissory Notes. 

When the annual cash credit, or credit limit, is sanctioned, 
the Central Bank should at once obtain a Promi-,sory Note for 
the whole amount sanctioned. This will secure all claims, and 
will make it unnecc‘s.-.ary to enter the numbers of vouchers 
encashed in this register. The Registrar's instructions are that 
promissory notes are to be renewed every year , and if Central 
Banks faithfully observe these msiructions, the salutary 
provisions of the by-laws of societies and Central Banks cannot 
very well be overlooked and business will be safe. Security, 
to be safe for banking purposes, nust be fresh and realisable; 
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stale securities, especially if personal sureties or character, 
frequently lose their value. 

Record of Dividends. 

Tiiis is merely a detailed record of dividends paid to 
individual shareholders. It may be remarked that a good 
Central Bank will pay a steady rate of dividend. The maximum 
rale of dividend allowable is 12%, and towards this limit 
progress should be steady and gradual. It is disturbing to pay 
a high dividend one year and a low one the next. 

Stock Register. 

This is an account of dead stock, such as furniture, etc. 

Proceedings Books. 

These arc blank books. One should be used for recording 
the minutes of the General Meetings of shareholders and the 
other for the meetings of the Board of Directors and the Working 
Committee. The Secretary of the Bank signs all minutes in 
token of correctness. At every meeting the minutes of the 
last meeting should be read and confirmed. The Proceedings 
Books are \’cry important and should be very carefully kept. 

Inspection Books. 

These are kept for the use of the Registrar and other 
inspecting officers. 

Diary of Loans and Deposits. 

All Central Banks must maintain a diary of loans and 
deposits in the form below giving one page to each date of 
every month of every year in which a loan or deposit falls due. 

Diary of Loans and Deposits. 

Month_date_year_ 


By or to 

Due m 

1 

Total 
due in. 

1 Due out 

Total due 
i out. 

i 


whom 

due. 

'Loans.! 

! 

t 1 

Depo 

Stts. 

l.oans. 

Depo¬ 

sits. 

Remarks. 

! 
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Share Certificates. 

These clearly express that the Directors rect^ize n» 
transfer of shares which is not made in accordance with the by¬ 
laws of the Bank. A single certificate may cover a large number 
of shares held by one shareholder. Each certificate should be 
signed by at least two Directors of the Bank. Sometimes a 
certificate is lost, and in such cases the following form of 

indemnity bond should be used :— 

« j__ . „ha\ing lost 

share certificate No-- for share or shares No- 

___jn the Co-operative Central Bank, 

Limited, of the face value of Rs. .._each standing in my 

name in the books of the said Bank, hereby agree, in considera¬ 
tion of receiving a duplicate certificate, to hold the said- 

Co-operative Central Bank indemnified against any other 
claimant for the same and to deliver up the duplicate certificate 
should the original at any time hereafter be forthcoming." 

Dated the - 

Signature. 


Hand Receipts. 

Receipts should be granted in regular printed forms in 
cases in which entries are not made in the pass book. Receipts 
granted by or on behalf of the Bank aie exempt from stamp 

duty. 

F c derat ion Records. 

In general the Federation tiansactions with which a Central 
Bank is ccmcerned aie as follows :— 

(1) Fedeiation collections ; 

(2) Federation disbursements on account of salary, 

establishment, printing, stationery, etc., etc.; 

(3) Provident Fund accounts; 

{4) Federation Head Office contribution; 

(5) Investment of the Federation 25% eontribution in 

the Central Bank shares; 

(6) Dividend on Federation shares, interest on; Aovident 

Fund acCounta, etc. 
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As Treasurer and local agent of the Central Provinces 
Federation of Co-operative Banks the Central Bank maintains 
the following records :— 

(a) Cash Book. —Receipts and disbursements on behalf of 
the Federation should pass through the Central Bank’s Cash 
Book. No separate Cash Book for the Federation is necessary. 
Against all receipts and disbursements the Central Bank will, 
of course, write “ Federation account.” These entries of 
receipts and disbursements will be collected in the appropriate 
columns of the Bank’s Abstract Registers of Receipts and 
Disbursements. 

{h) Abstract Register of Receipts and Disbursements. —The 
heading of this Federation register are as follows: — 

Receipts. Dishufsemenis. 

Kcdcration collections. Head Office. 

Provident Fund. Salary and Travelling allowance. 

Interest received. Provident Fund disbursements. 

Dividend and bonus received on investments. Printing and Stationery. 

Other items. lnve.stments. 

Total. Other items. 

Total. 

(c) A Ledger Account for each Primary Society, dealing 
with the Federation subscriptions due and paid by the individual 
members. 

(d) A Provident Fund Ledger for Federation servants. —Every 
Federation servant is entitled to a pass book containing a copy 
of the ledger account concerning his Provident Fund. 

Inspection Note. 

The form of Inspection Note given below has been used 
by the Sihora Central Bank with satisfactory results. It deals, 
of course, with inspection work done by the staff of the Bank 
for the information of the Directors. 

Inspection Note. 

Date. 

Date of Iasi inspection. 

Name of society. 

Roistered No. and date. 

, 1. How many members are there ? 
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2. To what classes do the members belong ? 

3. What was the date of the Society Moharrir’s last 
inspection ? 

4. Is the Society Mohairir’s work up to date ? If not. 
what action has been taken to get the work completed ? 

5. What were the defects pointed out in the last audit 
note and have they been removed ? 

6. What action has been taken to recover the outstanding 
loans of members belonging to classes D and E shown in question 
2 above ? 

7. Have the ordinary requirements of the members been 
adequately met ; if not, why ? 

8. Do the members complain of any difficulties in 
procuring loans from the Central Bank ? If so, what difficulties, 
and how can they be removed ? 

9. Have you checked the ledger account of each member ? 
If so, are the members found punctual in paying ? 

Who are the usual defaulters, and what action has been 
taken to improve theii conduct ? 

10. Are the outside debts of the society increasing or 
decreasing ? 

11. Do the members of the Panchayat understand their 
responsibilities and are the President, Secretary, and Treasurer 
of reliable character ? If not, what steps have been taken 
to remove them ? 

12. Is there any case of embezzlement or illegal gratifica¬ 
tion ? If so, what action has been taken ? 

13. Wbat are the assets and liabilities of the society and 
the credit fixed by the Central Bank ? 

14. Is any amount overdue from the society ? If so, 
what action has been taken to realise the same ? 

15. Has the Federation subscription been paid in full ? 

16. Have all loans been properly utilised ? If not, in 
how many instances have the loan^. been misused and what 
action has been taken to recover ? 

17. Has the credit of each member been duly fixed at the 
Genoal Meeting? 
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18. Has any member's loan exceeded the amount of his 
credit fixed, and, if so, what action has been taken to reduce 
the loan or raise the credit ? 

19. Were the last rabi and kharif harvests good or bad ? 
What are the prospects of the standing crops ? 

20. Are the members satisfied with the dealings of the 
Society Moharrir ? 

21. General Remarks 

Notes. — I. In answering these questions, the Inspectors 
will please note that they arc always expected to state what 
definite action has been taken by them. It is not enough 
merely to issue orders to the Society Moharrirs. 

2. Replies should never be vague. They should always 
be definite and comprehensive. 

3. For the purposes of answering question 2, the members 
are to be classified thus :— 

A... .Model. 

B_Good. 

C-Average. 

l)....Bad. 

E....Ihq)oie.s.s. 

It is of great importance that the Society Mohanirs should 
be instructed to funiish regularly to the Central Bank office 
information of the following points. This information should 
be obtainable from the books of the Primary Societies. 

(1) The uses to which loans liave been put. 

(2) The borrowed money out on loan and spent by each 

individual member thus :— 

(a) Bdow Rs. 50. 

(b) From Rs. 50 tt) Rs. 100. 

(c) From; Rs. 100 to Rs. 200. 

(nf) From Rs. 200 to Rs. 500. 

(e) From Rs. 500 to Rs. 1,000. 

(J) Rs. 1,000 and above. 

From these particulars, the Central Bonk office must 
prepare statistical registers which will be found of great pfaetieai 
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value. The following forms are those which are recommended 
lor general adoption :— 

Register showing employment of money borrowed by Primary 

Societies. 

(Additional columns may, of course, be added.) 


Name ol the 
Society. 

Seed. 

CultivatiOD ex* 
penses. 

s 

0 

U 

1 

c ^ -S 

E 

0 ^ 
H 

J5 ^ . 

? 3 C 
— U 

•o 

o 

c 

V 

J 

w 

s 

Ch 

Improvement of 
land. 

«e 

a 

s 

9 

jd 

V 

s 

c 

X 

Marriage expenses 

a 

«} 

K . 

^ $ 
i« 

Payment of aid 
debts. 












Analysis of Loans advanced to i?idividual Members of Primary 

Societies. 


Name of 
the Society. 

Below j 

Rs CO 5 “ 

:toK.s. 100. 

I 

1 ' 

I'ronii 

Un. 100 
to Rh. 200. 

Krom 
Rs. 200 
to 

Rs. 500. 1 

I'rom 

Us. 500 
to 

Rs. 1.000. 

Rs, 1 ,oou 
and 
above. 

Remark*. 

Mainpni' 

10* 1 15 

10 

1 

nil 

ml 


1 750 

2000 

4(i<) 



•The top figure lo * Nuralx*r of mcmfvin r 
The figure below the line* Loans in nipee«. 


Compliance with Audit Notes. 

It is one of the Central Bank’s most important duties to 
secure compliance with the instructions issued in the audit 
notes. If Central Bank^ do not give great attention and care 
to this vital matter, loss of money will follow. When audit 
notes are received fioin the office of the Registrar, the Manager 
of the Central Bank should make an entry in his Register of 
Audit Notes. The audit notes should then be given to the 
Society Moharrir in whose circle the society concerned is situated, 
or, if expedient, to some other competent Bank official. When 
the Audit Note has been complied with, an entry should he 
2»ssed in the column provided in the register. Much raisun^r* 
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standing exists with regard to the meaning of “ compliant 
some Central Banks consider that ‘‘compliance is effected 
bv writing “ noted ” on the instructions received. But com¬ 
pliance ” means that steps have been taken by the society to 
deal with the errors and weakness detected. 

The following form is that in which the progress made m 

dealing with audit notes is to be __ 


O 

% 


*2 

.a 5 

01 o 

•iij 


•oSS 

0 .tj 

^*5 
.9* a 

oSO 
.2 P 2 


0 O' 

"S 

:3 = 


•sg 

o> 

I 

'Z 


it O { 

ill 


i c 
*0. 


Si 

c . 

•5>:3 

B ^ 

0 0>f 

■Sc® 

G 


■( 


O' ■ 

5-c e 

Si 

s.=|ll 

lllli 


•a 2 


4» a 1 
rt a ' 

Q 


O t; 

> 

o 

O 


'g| 

.>8 

3 M 

ill 


Remarks. 


Every use Should be made of the Circle Unions of Primary 
Societies as agencies to compel compliance with audit notes. 


CHAPTER V. 

The Provincial Co-operative Bank. 

The accounts of the Provincial Co-operative Bank are 
maintained on the double entry system. The statistical registers 
which do not contribute to the compilation of the balance 
sheet are maintained in the forms prescribed by the Reptrar 
for Central Banks ; whereas the books of account which directly 
contribute to the preparation of the balance sheet are like those 
generally used by Joint Stock Banks. 

Books ol Account, 

Cash Book. 

Abstract Registers of Receipt* 
Disbursements. 

Ledger of Loans Advanced. 


Statistical Renistsrs. 

1. Regbter of Shares. 

(а) Founders. 

(б) Preference. 

2. Register of Shareholders, 
j. Register of Reserve Fund. 

4. Record of Dividends. 

5. Register of Promissory Notes. 

6. Stock Register. 

7. Proceedings Book, 
g. Inspection Book. 

9. Diary of Loans and Depoeits, 


and 


Ledger of Loans Taken. 
Ledger of Fixed Deposits. 
Ledger of Current Deposits. 
JonmaL 
General Ledger. 
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Register of Shares. 

This is maintained in Form No. i prescribed for Central 
Banks. Founders Shares are, however, written in one register 
and the Preference Shares in another. 

Register of Shareholders. 

This register differs from that used by Central Banks in 
that it contains accounts foi two kinds of shares, Founders and 
Preference. 

Register of Reserve Fund. 

This is maintained in the same form as that in use by 
Central Banks. 

Record of Dividends. 

This register, too, is in the form prescribed for Central 
Banks. For the two kinds of shares, the dividend is entered 
separately and the record of the i% commission on the capital 
of guarantee, which is payable to preference shareholders 
annually, is also maintained. Entries are passed in this register 
as soon as a dividend is declared by the general meeting. When 
payments are made, remarks are made in column 5. The 
Provincial Bank usually distributes its dividend by the issue of 
dividend warrants on Central Banks ; but shareholders desiring 
to avail themselves of this arrangement must empower a Central 
Bank to issue a receipt for payment on their behalf. A most 
valuable privilege conferred by Government on co-operative 
banks is that which allows them the use of the Government 
Treasuries and of remittance transfer receipts for the despatch 
of money. 

Register of Promissory Notes. 

This is also maintained in the form prescribed for Central 
Banlu. The Provincial Bank accepts the promissory notes of 
Central Banks ; the Central Banks retain the promissory notes 
of the primary societies, but pledge themselves to hold, on behalf 
of the Provincial Bank, the societies’ notes to the full amount 
of the loans granted by the Provincial Bank. The Provincial 
Bank negotiates the promissory notes of the Central Baidcs 
with the Allahabad Bank. 
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Stock Register. 

This is maintained in the Central Bank Form No. 12. Such 
stock as is not written off in the Profit and Loss Account is 
entered here. The balance in hand is an asset. 

Proceedings Book and Inspection Book. 

These are blank books. The former is the Minute Book 
and the proceedings of all meetings of the Board of Directors 
and of the General Meeting of shareholders are recorded in it. 
In the latter book, inspecting officers record their remarks on 
the working of the Bank. 

Diary oj Loans and Deposits. 

Separate diaries are maintained for loans and deposits. 
The diary of loans shows exactly upon what dates repayments 
fall due and it is a very important and necessary record. The 
diary of deposits is maintained in the usual commercial diary, 
the names of depositors and the amount payable to them being 
entered on the various dates on which they fall due. A careful 
watch is kept over both these diaries, Central Banks being 
reminded of thch contracts well beforehand, while it is the 
custom of the Provincial Bank to solicit instructions from 
depositbis a fortnight in advance of the due date, concerning 
the disposal of deposits and of the interest thereon. If no 
intimation is received from the depositor on or before the due 
date, interest is compounded and the deposit renewed on the 
same terms in accordance with the rales of the Bank and the 
conditions stipulated on the deposit receipt. 

The Cash Book. 

The Provincial Bank does not handle cash, all receipts and 
pa3nnents of cash being made direct to or through the Jubbulpore 
Branch of the Allahabad Bank. This, once more, does not 
mean, that the Provincial Co-opeiative Bank is, in any way, 
a branch or agency of the Allahabad Bank. The Cash Book 
is maintained in the same form as that used Central Banks 
with the addition of one money column. There are two 
ccdiunns one for " office cash,” and the other frn* the ” Bank *' 
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on both the debit and credit sides. All temittanoes by cash 
order whether received or paid and, in fact, the receipts and 
pa5nnents of all monies, cash or paper, passing through office 
axe shown both in the “ office cash *’ and " Bank ” columns, 
the office cash column balancing itself bj^ a debit for a credit 
and leaving a net debit or credit in the Bank column. This 
is a faithful record of transactions and of the procedure observed. 
All receipts and payments direct by the Allahabaid Bank arc, 
however, passed through the " Bank " column only. It is 
thus easy to see what monies ha\e passed through the office 
of the Provincial Bank and through the Allahabad Bank direct 
without coming to the office of the I’royincial Bank. If, for 
instance, a Cash Order is received from a Central Bank late in 
the evening after the Allahabad Bank has closed, it is entered 
only in the office cash column as a receipt and not in the Bank 
column. Next morning the books .show that a Cash Order is 
to be scut to the Allaliabad Bank for collection and credit. 
The Cash Book is balanced daily and the necessary ixrstings are 
made in the Abstract Registers of Receipts and Disbursements 
and in the linked Ledgers of Loans and Deposits. 

Vouchers. 

No transaction is recorded in any of the subsidiary books 
of the Provincial Bank without the riuthority of a voucher in 
the following form ;— 

The Provincial Co-operative Bank, Limited, Central 
Provinces and Borar. 

Voucher. 

Debit .-.. 


Credit . 


Posted 

Manager. Registrar, C. S., C. P. & Berar. 
AecomtUant. For and on behaif of the Diretdofs. 
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Vouchers in the above form are made up by the accountant 
for every transaction whether by cash or adjustment, and are 
signed by the Manager and then by the Registrar for and on 
behalf of the Directors of the Bank. Armed with such authority, 
the accountant makes up his books. This arrangement prevents 
debits and credits under wrong heads in the case of transactions 
of a complicated nature. These vouchers are carefully filed 
and are of great assistance to the Bank’s Auditors. 

Abstract Registers of Receipts and Disbursements. 

These are, at the beginning of every year, blank registers. 
There are no prescribed columns, and the accountant is left to 
make fresh columns to match the new accounts which find their 
way into the General Ledger. These registers are posted daily 
from the Cash Book, running totals being carried over from 
day to day and month to month from the ist July to the 30th 
June. The totals of each column are journalised every month 
and posted to the debit and credit of the respective ledger 
accounts in the General Ledger. 

Ledger of Loans Advanced. 

The Provincial Co-operative Bank charges interest on all 
accounts on the katmiti or “ daily balance ” S5^tem and 
maintains a diary for repayments falling due. An account of loans 
advanced is maintained in the following prescribed form:— 


Montb 
and Year. 

Date. 

Particniars. 

Folio. 

Debit. 

Credit. 

1 Balance. 

Days. 

Prodnct. 


\ 


_ 1 

1 

Rs. A. P, 

I 

Rs. A. P. 

1 j 

Rs. A. P. 

1 

! 



Hiis register is posted from the Cash Book and the Journal. 
On the 30th June, interest js calculated on the jnoduct sand 
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debited to the loan account, and the balance is carried forward 
to the ensuing year. 

Ledgers of Fixed and Current Deposits. 

Separate ledgers are maintained for fixed and for current 
deposits, and these are alphabetically indexed. Current deposits 
are accepted only from Central Banks and the fixed deposits are 
divided according to the rates of interest they carry. These 
ledgers are maintained in the same form as the Ledger of Loans 
Advanced and intere.st thereon is, in the case of fixed deposit 
accounts, credited (but not compounded) every 30th of June. 
Compound interest on the amount credited on the 30th June 
to current deposit and subject deposit accounts is, of course, 
allowed because in the case of these deposits there is no fixed 
or known date of maturity. 

Ledger of Loans Taken. 

This is maintained in the same form as the Ledger of Loans 
Advanced. The daily debit and credit transactions with the 
Allahabad Bank are maintained in this account and are posted 
from the Cash Book and the Journal. The Provincial Bank’s 
ledger account in the books of the Allahabad Bank may not, 
at times, agree with this account, the difference being due to the 
fact that cheques issued by the Provincial Bank and credited 
to the Allahabad Bank Loan account havf* not been presented. 
The Accountant of the Provincial Bank must see that receipts 
and payments recorded by him are, in due course, recorded by 
the Allahabad Bank. 


The Journal. 

It has already been explained that the Aostract Registers 
are journalised every month and posted in the General Ledger* 
The entries refer to the actual movements of cash and they come 
through the Cash Book. There are various other entries in the 
Journal which are of the nature of adjustments, such, for 
instance, as renewals of loans and deposits, closing adjustment 
entries for depreciation, etc., etc., and they are made in the 
Joomal from time to time as transactions take p 4 ace, and are 
then posted to the General Ledger. When the accounts are 
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finally balanced, the balances are taken to the Profit and Loss 
Account and to the Balance Sheet through the Journal. This 
book serves an important purpose, and with its help, actual 
cash transactions can be distinguished from mere adjustments 
very easily. 

The General Ledger. 

This is a blank register of accounts with dr. and cr. sides 
and two money columns on each side as explained and illustrated 
in Chapter I. The General Ledger contains all the accounts 
of the Bank, real, personal and nominal. The various personal 
accounts in the Ledger of Loans Taken, Ledger of Ix)ans Advanced, 
Ledgers of Fixed and Current Deposits are all totalled every 
month and posted in this ledger which is self-balancing. From 
the General I.X!dger, the Balance Sheet is prepared. When all 
the accounts in the General Ledger have been closed and the 
balances taken to the respective sides of the Profit and Lo.ss 
Account and the Balance Sheet, the two sides of the Balance 
Sheet must agree. The Manager of the Provincial Bank 
prepares a trial balance every month and this is placed before 
the Directors and signed by them. No mistake can escape 
the notice of the Accountant for long for it will come to light 
when striking the monthly trial balance. 

The Accounts of the Federation. 

The accounts of the head office of the Central Provinces 
Federation of Co-operative Banks are maintained m the 
Provincial Bank. All Central Banks contribute Rs. lo and the 
Provincial Bank Rs. 50 annuallj' to the head office expenses of 
the Federation. In addition, contributions are made by Central 
Banks, from time to time, for special purposes of common 
interest such as the printing of Conference Reports, etc., etc. 
The Provincial Bank is the Treasurer of the Federation. Only 
two books, a Journal and a Ledger, are maintained for the 
Feda^tion head office. At the beginning of each co-operative 
year, all Central Banks are debited with the subscriptions due 
to the Federation head office and credited from time to time 
as payments are received from them. The whole amount of 
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the subscriptions received is treated as profit and expenses 
incurred on account of printing, stationery, establishment, 
contingencies, etc., are debited to nominal accounts which are 
closed in a Profit and Loss Account at the end of the year. 
The balance of the Provincial Bank account in the books of the 
Federation and that of the Federation account in the books of 
the Provhicial Bank must agree. This bal.mce represents the cash 
balance of the Federation in the hands of the Piovdncial Bank. 

When funds have been sufficient, the Federation has paid 
and trained candidates for employment under Central Banks, 
and all such trained candidates have immediately found employ¬ 
ment. In this direction, the activities of the Federation are 
bound to develop. 

Every Central Bank has to submit to the Federation in the 
months of May and June budget estimates of income and of 
administrative expenses for the ensuing year. The Governor 
of the Federation subjects these budgets to careful scrutiny, 
paying special regard to such questions as staff and emoluments, 
the provision of suitable business premises, provision of reserve 
and sinking funds, bad and doubtful debts, etc., etc. 

Monthly business returns arc submitted by et'ery Central 
Bank to the Secretaiy of the Federation through the Circle 
Auditor, who is held responsible for the correctness of the 
information given. These monthly returns are most imix)rtant 
and they are placed before the Governor for his infornution 
and orders. 


CHAPTER VI. 

Audit am.. Returns. 

Section 17 of the Co-operative Societies Act imposes the 
responsibility for the audit of Regidered Societies upoa the 
Re^tru*. The Registrar shall audit or came to be audited by 
same persen authorised by him by general or special ordep in 
wrUing in this behalf the accounts of every Registered' Society onca 
at least in every year. The audit shall include an examination 
of overdue debts, if any, and a valuation of the assets and liaMUUea 
of the soeiefy. It is most important to note the fa£t 
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overdue debts must be examined, and that the valuation of 
assets and liabilities required by law applies to the society in 
its corporate capacity only, and not to its individual members 
in their private capacity. It is not part of an Auditor’s legal 
duty to write up the Haisiyat Register, which, as I have already 
pointed out, is a most dangerous guide if used blindly in the 
assessment of credit. 

At present the Registrar is, in the Central Provinces and 
Berar, the Governor of the Federation as well. But the agency 
by means of which audit is regularly carried out is not altogether 
official ; the staff of i Chief Auditor and 22 District Auditors 
employed and paid for by Government, is supplemented by a 
staff of Federation Auditors. The money with which to pay 
the servants of the Federation comes, as we have already seen, 
from the annual subscription of Re. i which every member of 
a primary society undertakes to pay, and from the revenues 
of the Provincial and Central Banks. The audit of these 
latter institutions is carried out, in the case of the Provincial 
Bank, by a firm of chartered accountants, and, in the case 
of the Central Banks, by the Government Auditors. The 
Federation Auditors are, in fact, intended to deal with the 
audit of primary societies only. 

It is not the intention of Government to increase the 
number of Auditors employed and paid for by the State. This 
policy is based not so much upon considerations of expense as 
on the indisputable fact that the experience of every country 
is that State audit is never as searching, as thorough, and as 
complete, as the audit of a staff employed and paid for by 
co-operative institutions themselves. State audit is prone to be 
mechanical if it is performed by a State establishment, and on 
this point great experts such as Wolff, Luzzatti, and Haas are 
unanimous. It is, however, necessary that the system of audit 
should be regulated by, and be under the control of the State. 

" The duties of control and audit ” declare the Government 
of India* "cannot be left entirely to the private agency of 


•Fkngnpb 19, **C<H>pention in India," Resolntian No, 11-187-1, Shnl., tha 17U1 
Jane, 19 « 4 - 
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Unions and Central Banks. It is desirable that this non-official 
agency should be utilised as much as possible and that 
purely departmental routine in the work of audit and control 
should be avoided, but the success of the movement would be 
endangered if this principle were carried out to an extreme. 
Without some degree of Government supervision Registrars 
would lose touch with the societies ; and the outside public, 
who depend largely on the information possessed by Registrars, 
and who value the scrutiny carried out by those on whom they 
rely, would lose that confidence in the financial position of the 
societies which it is so essential to maintain. Had this safeguard 
been neglected, it is doubtful whether societies would have 
escaped—as fortunately they have almost everywhere escaped 
—the evil effects of the recent banking crisis in India, and 
the circumstances attending that crisis indicate that any 
arrangement which would dispense altogether with Government 
.supervision is impracticable. Tire audit, moreover, of a group 
of societies by a central society, whose own credit is bound up 
with that of the societies dependent on it, will not be accepted 
by the public as equivalent in value to an audit by an outside 
agency. It is necessary, therefore, that societies should be 
controlled and audited by a reliable staff which can keep the 
Registrar informed of the financial position of the societies, 
and it is also necessary that the agency employed should be 
such as will ensure the confidence of the money-lending public. 
The staff need not be paid by Government, and it is indeed as 
a rule better that societies should themselves be responsible 
• for the payment of the controlling and auditing staff than that 
they should be indebted to Government for its services, but 
whether the staff is paid by the societies or not, it is ordinarily 
advisable that it should be appointed subject to the approval 
of the Registrars, and that it should •■emain under their general 
control. If by this or any other means the two main 
conditions above noted are satisfied—^first, that Registrars should 
possess reliable iniormatiiHi regarding the financial position of 
societies, and sccimdly, that the outside putdic should have 
confidence in the control and audit—it is an advantage that th« 
number of Government officials enqdoyed should be as «maii 
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as possible, and every effort has been niade to reduce to th& 
lowest figure the agency duectly employed by Government." 
“ In order to be fully co-operative and thoroughly business¬ 
like,” remark the Committee on Co-operation in India,* " a 
society must live up to a high standard. Considering the class 
of people who compose the bulk of the agricultural societies 
it is useless to expect the maintenance of such a standard 
w-ithout frequent audit and unceasing supervision from without. 
It is difficult to exaggerate the importance of such audit and 
supervision. Without them a good society may soon degene¬ 
rate and a bad s(x;iety may soon come to ruin. The work of 
audit and supervision should in the first instance be vested in 
in the higher co-operative institutions. Unions f and Central 
Banks, but the ultimate responsibility for these duties must 
rest with the Government as represented by the Registrar. 
There is indeed no reason, in our opinion, why the whole of 
such supervision and audit should fall on the Government staff 
and be met at Goveniment expense. A full audit by a Govern¬ 
ment staff of the accounts of each society is essential, but this 
might take place once in two or three years, the audit in the 
meanwhile being conducted either by the Unions, where these 
exist, or by the central financing institutions. Constant super¬ 
vision is part of the duty of a Union, and where there is aa 
Union it should be incumbent on the central financing institu¬ 
tions to carry out the duties of supervision and to maintain an 
efficient staff for the purpose. The cost of this can fairly be 
met by the societies either by a dhect contribution or by the 
central financing institution’s charging on loans to them a rate 
of interest which wnll cover the expenditure. At the same time 
we hold that the Registrar caruiot abrogate his responsibility 
in the matter of directing and supervising this co-opastive 
audit and supervision, and that he must see that the 
of central financing institutions is not misdirected or a^ilied 
in wnsig, improper or mischievous ways, and most Hiamtfetw 
an efficient direction and control to ensure that tHe movemostt 
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is kept on co-operative lines and is confined to these lines. 
The exercise of due care before formation and the ensuring of 
full and proper supervision after formation we consider indeed 
the most important part of the Registrar’s duty. If the Primary 
Societies are sound and solvent the whole provincial edifice 
must be sound unless there is instability in the higher finance. 
If the Primary Societies are unsound, if they are based on 
mere money lending and not on co-operative principles, no 
matter how sound the higher finance may apparently be, its 
assets will be locked up in indifferent or bad securities and 
sooner or later serious trouble, if not failure, is bound to result.” 

In co-operative work the term " audit ” includes an enquiry 
into all the circumstances which determine the general p>ositiQn 
of a society ; and it is clear that an audit in this sense entails 
a much more comprehensive examination than is usually made 
in the case of purely commercial concerns, the reason being 
that it is not only money which is at stake, but the moral and 
material progress of the co-operative movement which, of 
course, is a matter of great public importance deeply affecting 
the future of India.* Audit, in fact, must include inspection ; 
and inspection made by a man with local knowledge and 
experience, dependent for his bread upon the welfare of the 
societies, is far more likely to be efficient than the inspection 
made by a man without such knowledge and sense of dependence. 

In course of time, therefore, the number of Federation 
Auditors will increase ; and as the movement gathers that 
internal strength which it is the purpose of Government to 
foster, the organization of the Federation will gradually become 
complete and its staff thoroughly efficient and reliable. Finally, 
when the goal has been reached, it will be possible for the Gover¬ 
nor of the Federation to step into his proper place in the system 
and to take over, from the Registrar, the contrid of the Fedarar 
tiem Auditors. The presoit Government Auditors will, moat 
probably, become Government Inspectors, and the Registrar, 


* " 4 the extern of chopenthm cwi be introduced and otiliaad to tba |«U, I foteaae 
a great and gtorioua future for the agricultural interrats of Uua coontry.” 

H. M. Tba King'Ba^parar. 


tjO Otrt mb m . 1911. 


CS 
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while remaining responsible for the efficiency of audit, will be 
able, with the assistance of the Federation organization, to deal 
with the vast amount of work which the future ought to have 
in store. It is in this direction that the movement towards 
co-operation ought, in the writer’s opinion, to develop. 

Tlie Federation Auditors are on a separate provincial cadre 
of their own ; they are not, in any way, under the control of 
the Central Banks nor of the primary societies, though the 
members of the latter are fully aware that they pay for Federa¬ 
tion audit and that they can, rf they have any complaints to 
make, make a representation either to their Central Bank, or 
to the Government Auditor, or to the Governor of the Federa¬ 
tion, or to the Registrar. For the executive and administrative 
work assigned to tire Central Banks as sucli, and conducted 
by the staff controlled by the Central Banks, the Federation 
Auditors are not responsible. Their functions are strictly 
confined to the work of statutory audit, and for this work they 
are specially trained. Incompetent men are weeded out by the 
Registrar, and would, if there was a separate Governor of the 
Federation, responsible to the Registrar, be dealt with by him. 
Subject as it is to check by the Government Auditor, and to a 
somewhat jealous scrutiny on the part of the Central Bank, 
the work of a Federation Auditor must reach a high standard 
if it is to give satisfaction. Moreover, the work of the Federation 
and of the Government Auditors is inspected by the Chief 
Auditor (who is bound to make a local examination of the audit 
of a certain number of primary societies in detail, in each 
Government Auditor’s charge), by the Deputy Registrars, and by 
the Registrar. As might be expected, it is no easy matter to 
recruit and train men for the Federation audit stafi; for the work 
involves constant touring in the villages, and requires strength 
and health as well as integrity and intellectual ability. The 
future before the co-operative movement is, however, fraught 
with great possibilities, and a good career is already open to the 
right stamp of man. 

What are the qualifications which a Federation Auditor 
must posses ? He need not necessarily know English, thou£^ 
if he is to rise high in the service of the Federation he will find 
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that a knowledge of English is necessary. Most Central Banks, 
for instance, prefer to employ a man who knows English. He 
should be joung; for if, by hard and zealous work, he 
contributes to the success of the co-operative movement he wiU 
find that the people whom he helps and benefits will be grateful 
to him. He must be intelligent enough to study local problems 
and conditions and to study the interests of the pieople who pay 
him, that is to say of co-operators. He must be patient, 
upright, and steadfast ; and he must be content to live on his 
salary and not corrupt those with whom he works nor allow 
them to corrupt him. The first quality a Federation Auditor 
must possess is character. 

Now, as a rule, Federation servants eitlier cannot look or 
do not take tlie trouble to look beyond “ the daily round, the 
common task.” Not that the.se lurnisli all that they ask for— 
far from it. Promotion, tliey think, is simply a matter of time ; 
the mango ripens on the tree, the .salary' should increase 
automatically. But in the business of co-operation, it is veiy 
necessary to take a strictly business view of merit. Let us, for 
mstance, take the case of an audit circle. In size such 
a circle is from about 70 to 100 villages, varying according 
to local conditions ; it is, at any rate, a veiy considerable 
tract of country. To the circle is posted a Federation 
Auditor without the qualities required a co-operative worker. 
The societies remains dull, uninstructed, lifeless ; " borrowing ” 
societies they are, and nothing else. The Auditor points out, 
in an apathetic way, all the defects which tlie societies exhibit. 
He then considers that he has done his duty, and although the 
societies fail to make progrtiss and regard the visits of the 
Auditor as a nuisance, he expects promotion and is pained and 
surprised because he does not get it. The inspecting authorities 
(if they are worth anything at all) notice the stagnation in the 
circle, and they change the Federation Auditor. The new man 
has sympathy, energy, and that desire for knowledge which 
is characteristic of the business mfelicct. He gets into touch 
with the societies, teaches and exhorts without stoppnng, and 
leams the needs of the locality. Being a good juii^e of nun 
he gets rapidly into touch with the leading members of the 
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societies and is wise enough to use them and work through 
them. The societies improve, thrift increases, mutual superwsion 
becomes a reality and not a farce. The societies begin to 
clamour for improved seed and to take a keen interest in the 
demonstration work of the Agricultural Department. The 
inspecting authorities note the results obtained, and they mark 
down the Auditor as a valuable servant. In the management 
of co-operative business it is fatal to ladle out promotion without 
strict attention to worth. It is not sufficient to say " B, it is 
true, is a far more valuable servant than A but there is nothing 
against A. Therefore, promotion must go to A because he is 
the senior man.” The point is (and it is to this outlook that 
the Directors of Central Banks and others must adjust their 
view) that B is worth more salary than A because he obtains 
results which A cannot obtain. In other words, B is the better 
man. 

It is of very great importance that it should become knowti 
Ihat the service of the Federation offers a career to talent, 
and quick promotion to men of real ability. Otherwise, the 
Federation staff will be of inferior material. 

Audit oj Primary Societies. 

The audit of a primary society, and indeed of any 
cc-operative institution must be made at its registered head¬ 
quarters. If audit is to include a searching inspection as many 
members of a primary society as possible must be in attendance. 
Auditors are absolutely prohibited from summoning the 
members of primary societies away from their villages, and the 
account books and registers are not to be removed from the 
custody of the Secretary. A formal paper audit serves no 
practical purpose. Local information is what is wanted and 
this can only be obtained by enquiries made in the village 
itsell. 

All Auditors are supplied with a printed form containing 
questions which they are expected to answer fully and 
intelligently. The trend of these questions will be appara^ 
to readers vdio have studied the preceding portion of tip# 
book. Tlie questions are given below. 
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Preliminary. 

1. What is the area to is^ich the society's operations 
extend ? And is this area restricted in accordance with tlie 
by-laws ? 

2. Has the Society Moharrir kept the books and accounts 
properly ? What sum is in arrears (not paid into the Central 
Bank) on account of Federation subscriptions ? 

Register of Members and Haisiyat Register. 

3. Is the register of members property maintained ? 

4. How many new members have joined since last audit ? 

5. Have all new members been elected formally and paid 
their admission fees ? 

6. Have any members been expelled or withdrawn ? If 
so, for what reasons ? 

7. Has the Haisiyat Register been properly maintained ? 
And is it kept up to date ? 

8. Is the Haisiyat Register entered up by the Society 
Moharrir in a General Meeting of all the members of the society ? 

9. How many entries in the Haisiyat Register have you 
tested in detail and with what results ? 

Capital. 

10. What is the capital of the society and how is it raised ? 
What is the credit limit fixed for the society by the Central 
Bank? 

11. Is there any prescribed limit to the capital ? If so, 
has the limit been exceeded ? 

12. Have repayments on account of principal and interest 
b'len punctually made ? 

13. Are the borrowing powers of the society duly fixed 
by the members in general ir eeting ? Have these powers been 
exceeded ? 

Rokar {Cash Book). 

14. Does the opening balance of the present audit agree 
erith the closing bailee of last audit ? 

15. Is the daily balance signed by the Secretary ? 
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16. Have you checked all items of receipts and 
expenditure with subsidiary accounts and vouchers ? If not> 
why not ? 

Khatas [Ledger). 

17. Have you traced all the entries to the Rokar ? 

18. Are credits and loans to individual members -granted 
only after full consideration by all the members assembled in 
General Meeting ? 

19. Are there any o\ erdue loans ? If so attach a list of 
these to the note and mention against each the date of the 
original advance and the prospects of recovery as far as can be 
ascertained. 

20. Is the purpose of each loan duly recorded ? 

21. Are repayment kists fixed with reference to the 
purpose of loans ? 

22. Have any loans been misapplied ? If so, what action 
has been taken ? 

Deposits and Loans taken by the Society. 

23. What is the amount of the deposits made by 
(a) members, and (h) non-members ? Is the society allowed 
to accept deposits from non-members ? 

24. Have you scrutinized the Pass Books of the members 
present and found that the deposits and withdrawals are 
properly accounted for in the Rokar ? 

Proceedings Books. 

25. Are the minute books properly written and meetings 
regularly held and attended ? 

26. Are credit limits for each member fixed and are the 
purposes for which loans are granted duly considered and 
sanctioned by the members in General Meeting ? And does the 
Panchayat, within such limits, subsequently carry out the 
duties of supervision and careful scrutiny imposed on it by 
by-law ? 

General. 

27. Have you verified the Cash Book balances with the 
cash in hand and found it correct ? 
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28. Have you explained the meaning and importance of 
the Reserve Fund ? 

29. What is the amount of the Reserve Fund ? 

30. What rate of interest does the society pay on loans 
and deposits ? 

31. Is the working capital of the society sufficient for the 
legitimate needs of its members ? If not, what steps does the 
society propose to take to find sufficient capital ? 

32. Was the Annual General Meeting held and were the 
Panchayat and office bearers duly elected ? 

33 - Have you explained the society’s by-laws to the 
membeis ? 

34. Has the society a copy of the Co-operative Societies 
Act ? Have you explained the important sections in the Act 
and the “ dispute "• procedure to the society ? 

35. Has the society a copy of the Registrar’s Vernacular 
Circulars ? Do the members understand the Cirailars ? If 
not, have you carefully explained tliem ? 

36. Are the accounts on the whole well, punctually, and 
correctly kept ? 

37. Is the management efficient ? 

38. Have the defects pointed out in the last audit note 
been remedied ? 

39- Are there any remarkable or unusual malters to bring 
to the Registrar’s notice ? 

Note I. —Statement No. 2 appended to the Audit Note is 
to summarise all receipts and disbursements for the co-opera¬ 
tive year to which the Profit and Loss Statement and the 
Balance Sheet relate. It should not be prepared for the broken 
peiiod mruiing from the date of the last audit to the date 
of the current audit. Receipts and disbursements must be 
abstracted from the Cash Book in order to compile the State¬ 
ment. There is no Government money employed in loans to 
co-operative institutions in the Central Provinces and Berar 
and primary ,(x:ieties have no shar-; capital. In the case of 


* See rules 35 —jj of tl>e rules made by the Administratfoo under section 43 (a) (1) 
of the Act. (Appendix IV). 
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{tr imnr y societies, therefore, serial items Nos. 2 arid 6 on the 
*' Receipts ” side and items Nos. i, 6, 7 and 9 on the “ Dis¬ 
bursements ” side will be blank. 

Note 2.—Statement No. 5 is to contain an abstract of the 
entries in the Cash Book from the preceding ist of July to the 
date of the current audit. 

Note 3.—Statement No. 7 is an abstract of the Haisiyat 
Register. The value of land held in non-transferable right is 
not to be included in serial item No. 5 on the “ Assets " side 
and in dealing with item No. 7 on the “ Assets ” side the 
greatest care should be taken to avoid enquiries of an 
inquisitorial nature. Serial item No. 6 is instructive as back¬ 
ward villages very frequently have no carts at all, and the 
number of carts in a village is often a very useful guide to its 
economic condition. The main purpose of this Statement is 
to ascertain whether co-operative credit is increasing the 
material prosperity of the members of the society or is merely 
adding to their indebtedness. 

Note 4.—The Auditor is required to distinguish between 
debts which are (a) good, (6) doubtful, and (c) bad. 

Note 5.—On completion of the audit a certificate is to be 
furnished in the following form - 

Audit Certificate. 

I certify that I have this day completed the local audit of 

_Tahsil____District. 

the accounts of the-No-- 

The certificate of registration is correct and in order and is held 

« 

by the and business has been transacted with fair¬ 

ness, legality and honesty. 

The accounts for the period---- 1 ° 

__ _ . _ . have been scrutinized in detail. 


* In the blenk circle enter capital A, B, C, D or E. 
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The S is 


corrected where necessary, and left in clear order and up to 
date. 

A—(Very good.) 

B—(Good.) 

C—(Fair.)' 

D—(Bad and unco-operative.) 
i E—(Financially dangerous.) 

{Signature) ---- 

Dated --- 191 • 

Brief reasons for class allotted {The Auditor should he deaf 

and brief.) , 

Brief remarks by the Circle Officer (I he Circle Officer should 

be brief and to the point.) 

From the information contained in the audit note an 
abstract is entered on the reverse of the audit certificate thus . 

Balance Sheet as on 30TH June 191 • 

{Registrar’s Form No. 3.) 

Liabilities. 


Assets. 


lis. 


It... 


Central Bank's loans 
Deposits o< members 
Interest due on :— 

Loans and duposiis 

outer items 
Reserve Fund 
Profit and Loss accouni 
Profit up to 30-6-19 . 

Profit tor J 9 —19 . 

Carried to reserve 

Total Liabilities 


I.oans outstamling 
Interest outstanding 
Investment %of : 
ResertJ fund 
Other funds 
Otti"' Items 


Cash Balance 

Total Assets 


Assets and Liabilities of the Society on_ 
‘{Registrar’s Form No. 7). 

Assets. 


.191 


LlAEILtriB 


Rs. 


Rs. 


Valae o£ landed property 
Other assets 

Total 


Debts due to society 
Outsi 'e debts 

Total 


Registrar’s Office note regarding compliance by the Society 
with the Audit Note. 
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The classification of societies is a nniost difficult matter and 
the general tendency is to underclass. For instance, if a society 
has had bad crops and has for that reason been unpunctual 
in repayment it does not follow that it is either unsound or bad 
from the co-operative point of view. Erroneous classification 
is generally due to lack of local knowledge ; for lack of local 
knowledge is responsible for a want of confidence on the part 
of those responsible for supervision and audit. The tests to^ 
apply to co-operative efficiency are roughly as follows. A 
progressive society must show :— 

(a) increasing deposits by members ; 

(ft) increasing reserve funds ; 

(c) profitable use of money borrowed, as betokened by 
increased assets ; 

{d) diminishing outside debts ; 

(e) punctuality in repayment : 

(f) a full sense of mutual responsibility : 

ig) full mutual knowledge ; 

{h) an intelligent understanding of the main principles 
as set forth in the leaflet described in the Chapter 
on Primary Societies and pasted in each member’s 
Pass Book : and 

(f) mutual control and keen interest on the part of all 
the members. 

Societies must be given to understand that failure to 
progress in co-operative efficiency will result in a loss of prestige 
and, therefore, of credit. 

All audit notes pass through the hands of the Government 
Auditor responsible for the District in which the society is 
situated and are submitted to the Deputy Registrar in charge 
of the territorial Division. 

As regards the submission and disposal of the audit notes of 
primary societies the following procedure is observed :— 

(a) The Auditor prepares or causes to be prepared two 
copies of the audit note in Vernacular. 

(ft) He sends one copy of the note and the audit certi¬ 
ficate to the Deputy Registrar. 
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(c) The Deputy Registrar passes orders on the audit 
note and returns it to the Auditor and keeps the 
audit certificate with him. The Deputy Registrar 
has thus a pending file of audit certificates the 
reduction of which is one of his principal duties. 

(rf) The Auditor enters the remarks of the Deputy 
Registrar on the second copy of the audit note 
and then sends the complete note to the Central 
Bank for necessary action. 

(e) The Central Bank ajier necessary action has been 
taken returns the note to the Deputy Registrar 
through the Auditor with a certificate of com¬ 
pliance. 

(/) The Deputy Registrar after satisfying himself that 
all is in order declares on the back of the audit 
certificate that audit is complete and then 
despatches the audit note and the certificate to 
the Registrar’s office. 

(g) In the Registrar's office the necessary entries are 
made in the register of statutory audit ; and in 
the Provincial Bank office statistics are entered 
on record cards whicli are maintained in the 
following form and cover a period of ten 
years:— 

— -- ---- -Co-optrative Socitty ---- - ——-- 

Bank - ' .. . Registered ~ - . - -—- 

Date of Certificate - —— -— - 19 


Number of Members .. 

Total Assets 

Total Liabilities 

Reverve Fond 

Members* l>eposits 

Loans from C entral 

Bank 

dan of Society 


.9 1 

19 

19 

19 

1 

IQ 


! 

j 

1 

1 

1 


1 







m 


Accounts AND PROCBDURB. 


(h) Finally, the audit note is returned by the Registrar's 
office to the Central Bank through the Auditor. 
Thus, each Central Bank and each Government 
or Federation Auditor has a complete series of 
the audit notes prepared for primary societies, 
while essential information regarding each society 
has been abstracted and tabulated in the offices 
of the Registrar and of the Provincial Bank. 
The audit certificate is filed on the society’s 
permanent record. 

In order to keep in touch with the progress of annual audit, 
weekly returns are submitted to the Deputy Registrars by the 
Auditors and passed on by the Deputy Registrars to the Regis¬ 
trar. From the weekly returns the Chief Auditor prepares for 
the Registrar’s information a nronthly progress return of audit 
for the whole Province. 

The Audit of Circle Unions of Primary Societies. 

The books of each Circle Union must be audited once in a 
year. The Auditor must see that the List of Societies is correctly 
maintained; that new admissions are legally made; that 
credit limits are properly fixed and not exceeded ; that the 
voucher system has been intelligently used and that the 
Proceedings Book of the Circle Union and other records are 
maintained and the by-laws observed. 

The Ledger of Loans must be checked from the Advice 
Notes of the transactions received from Central Banks. A list 
of overdue debts must be prepared. Interest on all loan accounts 
must be calculated and debited or credited as on the preceding 
30th June, and the accounts must be left in clear order and 
up to date. 

The Unions make no profit. The necessary statements, 
therefore, are (i) the Statement of Receipts and Disburse¬ 
ments, (2) the Balance Sheet, and (3) the list of overdue 
loans. 

The Audit Note and Audit Certificate are submitted in 
the same way as those of Primary Societies. 
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The Audit of Central Banks. 

The Central Banks are at present audited by the Govern- 
ment Auditors ; and the following instructions issued by the 
Registrar will be useful to Directors and others who make 
periodical inspections :— 

"i. Furnish information on the following points;— 

(<i) Name of the Bank, Tahsil, District, date of registra¬ 
tion and date of audit ; 

(t) the period covered by the audit ; 

(c) the amount of the authorised and of the working 
capital and the manner in which the latter has. 
been raised ; 

(rf) the area of the Bank’s operations and the number 
of societies financed. 

Review of last audit. 

2. See whether the defects pointed out in the last audit 
have been remedied. 

Register of Shares. 

3. See that the shares are properly entered in the Register 
of Shareholders and that share certificates have issued. 

Register of Shareholders. 

4. See that the register is properly maintained, that 
members have been properly elected and that admission fees 
and the amount of calls made have been duly paid. 

Cash Book. 

5. See that the opening balance of the present period pf 
audit agrees with the closing balance of the precediiig period- 
Also see that the totals have been correctly made every day, 
and the correct balances cairied forward from day to day. 

6. State whether the daily cash balance is certified by the 
signature of the Secretary or other authorised ofificet of 
Bank. 

7. Check all receipts on account of share paymesds tad 
entrance fees with the Register of Stareholder»; idl fiRMptd 
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on account of deposits with the depositors’ accounts ; all loans 
taken with their respective loan accounts; the sale proceeds 
of stock with the stock account, and all loans repaid by societies 
with the societies’ loan accounts. 

8. In all cases in which receipts cannot be traced in any 
register, the papers relating to them should be carefully scruti¬ 
nized and the receipts checked. 

9. Check loans and deposits repaid, with interest thereon, 
with the Ledger of Deposits ; Loans to societies with the Ledger 
of Loans Advanced ; dividend and bonus paid with reference 
to the Record of Dividends; stock bought with the Stock 
Account, and “ Establishment and Contingencies” with papers 
relating to them and with the “ paj^ment orders.” 

10. For all important items of disbursement, the receipts 
obtained should be inspected and examined and defaced so that 
they cannot be produced to support a second charge. 

Abstract Registers of Receipts and Disbursements. 

11. See that these are properly posted in the correct 
columns and are maintained up to date. 

Ledger of Loans Advanced. 

12. Check the calculations in each account throughout. 

13. See that every entry on the receipt and payment 
side is supported by an entry in the Cash Book. 

14. Make a list of all overdue loans and note against each 
loan the prospect of recovery (as far as can be ascertained), and 
make also a list of all doubtful loans. 

15. Scrutinize the list of loans prepared as above at last 
audit, and if any item on that list is still outstanding, deal with 
the case in detail. 

16. See that all societies to which loans have been made 
are registered societies. 

17. Scrutinize the agreements, pro-notes, and vouchers, 
and check them with the books of accounts. 

18. Check (and state how many you check) a number of 
pass books and see whether the entries therein agree with the 
societies’ ledger accounts. 
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Ledger of Deposits. 

19. Check the calculations of each account throughout 
and see whether payments of interest liave been regularly made 
or capitalised, and the deposits formally renewed on due 
dates. 

20. See whether any deposits fell due for payment during 
the period covered by the audit and whether they were 
punctually withdrawn or renewed. 

21. See that all receipts and disbursements entered in 
these Ledgers are supported by entries in the Cash Book. 

Reserve Fund Accounts. 

22. Is the Reserve Fund properlj' raaintajned in accord¬ 
ance with the provisions of the Act, the rules, and the by-laws 
of the Bank ? See whether the Registrar’s orders regarding 
the investment of Reserve Funds have been properly carried 
out. Also see whether the collections made on account of the 
Reserve Funds of Societies liave been promptly and fully remit¬ 
ted to the Provincial Bank for investment. 

23. See whether the Register of Reserve Funds is main¬ 
tained in accordance with the instructions, and check the 
entries in the Register with the Cash Book. 

Treasurer's Pass Book. 

24. See that all entries in this book are properly supported 
by challans and cheques and are attested hy the Treasurer, and 
that the book is kept in proper custody. 

Pass Books. 

25. Ascertain whether printed pass books have been 
supplied to all societies, members of .societies, and to depositors 
if fixed deposit receipts are not issued. Also see whether these 
pass books are kept up to date and written up regularly. 

Register of Promissory Notes. 

26. See that this Register is maintained and that aU 
promisstxy notes are renewed in time. State the positioa of 
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the Central Bank’s account with the Provincial Bank and 
\vhether the Central Bank has met its obliga;tions towards the 
Provincial Bank punctually or not. 

Record of Dividend. 

27. Check the calculations with reference to share pay¬ 
ments and see whether disbursements are properly acknowledged. 

Stock Register. 

28. See that this Register is maintained according to 
instructions. 

Proceedings Books. 

29. State whether the Proceedings Books are properly 
recorded and meetings are regularly held and properly attended, 
and whether proceedings are duly signed. 

30. Comment on any measure of special importance 
recorded in the Proceedings Book. 

Forms. 

31. Make sure that the Central Bank gives a suf&cient 
supply of forms and books, etc., to the societies and that these 
are paid for from Federation funds. 

Federation Accounts. 

32. See whether the Federation subscriptions are properly 
realised in advance, and state the amount in arrears. Also^ 
see whether the Abstract Register of the Federation, the Federa¬ 
tion Societies’ Ledger, and the Provident Fund Register are 
properly maintained and posted from the Bank’s Cash Book. 
Also see whether the Federation expenses are in keeping with 
the local income. 

State whether the Bank’s contribution to the permanent 
and indivisible fund of the Federation is regularly and fully 
made. 

General. 

33. State whether the cafutal is sufficient and whether 
the Bank is prospering or decaying. 
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34. State whether Committee and other office bearers of 
the Bank have been properly elected and whether their duties 
have been properly allocated. State, also, whether the 
committee members work collectively and whether members 
take an individual interest in the work of the Bank. 

35. State whether the working Committee meet regularly 
for the transaction of business, whether the accounts have 
been on the whole properly kept, whether applications for 
registration and for loans are promptly dealt with, vvhethei 
any such applications are pending, whether the instructions 
issued on the societies’ audit notes are satisfactorily and prompt¬ 
ly complied with and returned, and whether the paid staft 
is sufficient and efficient. 

36. Append the following financial statements 

(1) Receipts and Disbursements lor the last financial 

year ending the 30th June. 

(2) Balance Sheet as on the last day of the financial year 

namely, the 30th June. 

(3) Profit and Loss Statement -for the same period as 

for (i) and (2). 

(4) Abstract of Cash Receipts and Disbursements from 

the last 30th June to the date of audit.” 

The Central Bank audit note is recorded in a blank register 
kept for the purpose. The Auditor forwrurds this to the Deputy 
Registrar in charge of the Circle together with an audit 
certificate in the same form as for Primary Societies. The 
Deputy Registrar forwards the audit note to the Registrar with 
bis remarks. The Registrar then passes orders on any important 
points raised in the audit note. The Registrar s office then 
makes two copies of the audit note embodying the remarks of 
the Deputy Registrar and the Registrar. One copy is sent 
through the Deputy Commissioner of the District to the Central 
Rank concerned, and the other copy is filed in the Registrar s 
office for record. The original audit register is returned to the 
Government Auditor through the Deputy Registrar. ^ 

From the copy of the audit note filed in the Registrar s 
office the Pro-vincial Bank fills up record cards in the forip 
below. Each card covers a period of ten years. 
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Distnct _ Registered No- 

_ Bank. Tahsil- __ of 19_ 


'9 — 




'9 



1 


Working Capital 
Share Capital (paid up) 

Deposita held .. 

Loans from Provincial Bank 
Other loans 
Reserve Fund .. 

Pro-notes held by Provincial Bank 


Behind the record card for each Central Bank are filed the 
record cards of the societies working under it. 


The Audit 0] the Provincial Bank. 

The audit of the Provincial Bank is in the hands of a firm 
of regular Chartered Accountants acting on behalf of the 
Registrar. The Auditors are appointed by the shareholders in 
their Annual General Meeting subject to the Registrar’s approval. 

The Audit of the Central Provinces Federation of 
Co-operative Banks. 

The accounts of the Federation are maintained partly by 
the Central Banks, and partly by the Provincial Bank. The 
Central Banks, as the authorised agents of the Governor of the 
Federation collect Federation subscriptions and disburse the 
salaries of Federation servants. The accounts maintained Iqr 
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the Central Banks are audited by the Government Auditors. 
The Provincial Bank keeps only the head office accounts of the 
Federation, and these are audited by the Auditors of the 
Provincial Bank. 

Monthly Returns regarding Deposit Business and Increase of 
Share Capital. 

Central Banks, as \vc liave already seen in the clxapter 
dealing with them, submit monthly financial statements to the 
Governor of the Federation. These .statements are carefully 
scrutinized by the Government or Federation Auditors, by the 
Deputy Registrars, and by the Provincial Btink. In addition, 
monthly retunis are prepared by each Central Bank dealing 
with the deposit business for which it is responsible and with 
the increase of its share capital. These returns are .submitted 
to the Governor of the Federation and to the Registrar, and 
every care is taken to see that the Provincial Bank maintains 
the fluid resource necessary to provide for deposit liabilities 
as these accrue. Attention is also devoted to the proportion 
which paid up share capitals bear to liabilities incuned. Tlie 
rule of the Federation is that no Co-operative Bank may borrow, 
whether in the shape of loans or deposits, more than a sum 
equivalent to eight times its paid up share capital plus its reserve 
fund invested in approved securities fiutside its own business. 
As regards fluid resource the standard maintained by the Pro¬ 
vincial Bank is one-third of the total deposits falling due for 
repayment throughout the Provinces during the succeeding 
twelve mouths. An adclii.onal safeguard is provided by the 
quarterly financial returns prepared by tl;e Registrar and 
submitted to the Local Administration. These returns deal 
with the financial position of the movement as a whole. The 
Registrar is also responsible for tlie preparation of complete 
statistical statements every year. These statements deal with 
the twelve months ending the 30th of June, are appended to 
the Registrar’s annual report on th *. working of the Co-operative 
Banks and Societies in the Central Provinces and Berar, and ar^ 
forwarded by the Local Administration, with a Resolution on 
the report, to the Government of India. 
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CIRCA'IAR INSTRUCTIONS ISSUED BY THE REGISTRAR. 
Registrar’s Memorakdum No. i of igii. 

Dulits of Auditors. 

Auditors constantly “ point out to the Secretary ” or “ advise the mem- 
Iiers ” that such and such a procedure is wrong and such an entry has been 
omitted. This is insufficient. It is an Auditor’s duty not only to criticize 
but also to put things right himseif, not merely to find fault, but to help. 


Registrar’s Memorandu.m No, 2 of 1911, 

Duties oj Auditors. 

The exact duties and functions of a co-operative Auditor cannot be 
precisely defined. They certainly extend far Ix’yond the mere audit of 
accounts. A co-o()erative Auditor is not to lx; a mere official but, he is to 
be, III the truest sense, the friend ot the jieojile, and it is necessary that he 
should Ix' on the mo^t cordial terms jxissible with them. Unless he places a 
very high ideal lieforu him he cannot exixct to exercise a stimulating 
intliience u[xin othei-s. An iViulitor is employed not merely to give orders but 
to get things done. 

.Ml .\uditors are exiiectcd to pass an examination set by the Registrar, 
and are liable to be called uji fur examination or re-examination at any time. 
Failure to pass may nxan stoppage of promotion, while persistent failure will 
entail temuval from the service. 

Circular No. I of 1912. 

(Enlorccmcnt oj prior claims ujider Section 19 of the Co-operative Societies Act^ 

No. 11 of 1912.) 

When property bought with money lent by a Society, or crops for which 
it has advanced money or seed, are attached, the Society must enter and prove 
its claim under clauses 58 and 59 of Order XXI of the First Schedule in the 
Code of Civil Procedure. If this claim is rejected, it can file a regular suit 
under clause 63 ibid, and, if nece:',sary, file an appeal on that. If the elaim ]a 
apheld, the property will either be (a) freed from attachment, or (6) sold under 
01 free from the chaige as the Society may agree, according to Section 73 of 
the Code of Civil Procedure. 
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It is incumbent on the Society to prove its claim or its right to object by 
showing, firstly, that it has lent money to the judgment-debtor and, si'condly, 
that this money was spent in buying the cattle or implements, etc., under 
attachment. It is not enough merely to state the claim. Only when proved 
can the claim rank before those of other creditors by virtue of Section 19 of the 
Co-operative Societies .Act. 

The Society would generally Ix' well advised to consent to sale by ll;e 
Court free of the charge and then to obtain jvayinent from the sale-proceeds in 
priority to other creditors. 


RKCISTR.rK’s .MliMOR.AN’Dl’M No. I OF igl 2 . 

Equalisation of Dividnui. 

For the purpose of equalisation of dividend, that is to say t(j make dividend 
up to an even figure'in years when business is ^loor, a fun<l should lx created ; 
and to this fund a certain portion of the profits, after providing for reserve, 
should tx^ allotted every year. It is a well-known rule ol banking practice that 
dividend should lx e\'cn and that it should never lx- allowed to fall below the 
figure of the previous year. It is, therefore, essentia! that young Banks should 
start their career with a very small and modest dividend to shareholders. II 
a Bank starts off by paying nine jier cent, it is extremely unlikely that it will 
be able to continue to pay such a dividend in bad years, Ixicausc no provision 
will have lieen made for the contingimcy fund ; and in bad years profits will 
br* small and will require adding to in order to equalise dividend. It must lie 
reinemlxred that we are not establishing Banks to last for a few years only 
but to last for ever. Permanent growth and stability will never be gained 
except by methods of prudence and foresight, and the .same qualities that 
have made for success in the managrmerf of other imsiness concerns can 
alone be looked to for the successful issue of the '■o-operative movement. 


Rfoistrar’s Memorandum No. 2 of 1912. 

Preparation of Annual Returns. 

Central Banks should endea-.our to dispense with official assistance in the 
preparation of their Annual Staiements and Returns It is the duty of a 
Central Bank to sufxrvisc the ruiai societies with which it is connected ; and 
this supervision should extend to the keeping of accounts and the submission 
•of returns. It must be remembered that Central Banks are profit making 
concerns managed on business principles and constituted on lines that an 
intended to be as far as possible self-governing. It is clear, therefore, th*t 
a business concern distributing profits to its >-!iAreholders has no right to expect 
executive assistance from Government free of charge. It is the task of Govern¬ 
ment to point out the correct route to success, to give expert supervision, and 
to assist in the creation of a spirit of independent self-help. But Government 
cannot do the work of Central Banks for them. 
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Circular No. II of 1912. 

{Advance of money by the Central Banks to their Con^tuenl Societies for the 
repayment of the old debts of their members.) 

The business of advancing money for the repayment of old debts is still 
insufficiently understood by Central Banks, and the Registrar hopes that the 
following instructions will prove useful:— 

1. No Society should lx: formed for the express and sole purpose of paying 
off old debts in mass. The main object of co-operative banking i> to bring 
capital into brisk circulation and to increase the earning power of the people 
by teaching them to make better and more frequent use of their money. This 
object can best be achieved by the employment of loans in productive work; 
the loan with interest to be paid back out of profits, and the borrower left, by 
the product of his loan, better oft than he was before. Such productive loans 
are generally for short terms, they must result in brisk circulation, and they 
assist co-operative banking by keeping assets liquid. 

2. Short term loans for productive purposes can, with .safety, be granted 
to Societies on the stn:ngth of unlimited liability, and to individual members of 
such Societies on personal security. But safety disappears unless Central 
Banks carefully .supervise the Societies working under them and unless the 
memlwrs of Societies exercise that mutual chock which ensures that loans 
are not misapplied and that the dealings of every member with his Society are 
honest. Moreover, very powerful reasons must be required for failure to 
observe strict punctuality in repayment, and, in addition, it must be impressed 
on all Societies that it is their duty to repay and not the duty of the Central 
Bank to send and collect. 

3. Short term loans for the relief of slight indebtedness can, generally, be 
given with .safety on personal security. But, even in the case of such loans, a 
careful scrutiny of the borrower’s resources is necessary. The question to be 
decided in each case is this : “ Is the borrower’s income large enough and 
secure enough to justify the expectation that he will be able to meet his ordinary 
expenses and pay interest charges and instalments of principal ? ” 

4. Long term loans cannot, as a lule, be safely granted on mere personal 
security. There is alu'ays a grave risk of loss involved in such loans. The 
borrower may die without estate and without heirs, he may change his abode, 
his character may alter, his land may go from him. A thousand things may 
happen any one of which would result in loss of money if not to the Central 
Bank at any rate to members of the Society of which the defaulter is a member. 
The furnishing of sureties and real security may, with absolute propriety, be 
insisted on before granting any loan the repayment of which is to extend over 
a term of years. Even so, great care must be exercised in approving sureties 
and in making a very moderate valuation of real security, and, in almost every 
case, a Central Bank should gain practical business experience of a Sodety 
before undertaking to grant, it long term loans 
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5. Above ail, it must be remembered that there is but one safe rule whfeh 
can be laid down and universally applied by Banks and Sotfetfes, and that is 
“ Lend no money about the recovery ol which there is room for doubt.” 


Circular No. Ill of 191.1. 

(Admission of minors to th« benefits of a Co-operative Society.) 

In cases in which it is considered necessary to admit minors to the benefits 
of a Co-operative Society it must be clearly understood that they cannot 
possibly be admitted as members. The propicr course is to make the guardian 
a member and to enter up the guardian as “ A ” guardian of " B.” But in the 
matter of advancing money supposed to be borrowed on Ix-half of minors great 
discretion is necessary. The safest rule to adopt is to take the guardian’s 
credit alone into consideration and to consider whether the whole of tlie sum 
advanced could be recovered from the guardian’s separate estate if necessary. 
This precaution will, in no way, deter an honest guardian, whose intentions as 
regards his ward are above suspicion, from making use of the benefits of the 
Society on behalf of his ward. It must be remembered that no legal claim for 
money ad\’anced directly to a minor can be made. In any case where there 
is doubt as to the sufficiency of the guardian’s security for money borrowed 
by him on behalf of a minor, additional sureties or real security may be quite 
reasonably insisted upon. 


Circular No. IV of 1912. 

(Exclusion of value of land from the statement of assets and liabilities.) 

The Registrar notes that when forwarding applications for registration, the 
total assets given in column 11 (of the statement of assets and liabilities) some¬ 
times include the value of land. The value ol land should he omitted from this 
column. All that is required is the total of columr,s 8,9 and 10 ; and as regards 
and details of right, area and rent or revenue are to be entered up in column 7. 


CiRCi'i.AR No. V or 1912. 

(Importance of encouraging local deposits in Co-operative Societies.) 

The Registrar desires ti/ invite attention to the extreme importance of 
encouraging local deposits. The very best guarantee for the sound working 
and control of Co-operati'V‘ Credit Societies is the fact that members themselves 
have contributed substantial amounts to working capital in the shape of 
savings deposits. It must be remembered that these deposits remain with the 
Societies and arc under the direct supervise >11 of the members. It is not 
enough to lay down that small compals< ry deposits shall be made. Credit 
must be regulated by the extent to which Societies show an inclination to 
practise thrift; and this inclination can best be measured by an increase in 
i^nwMint of savings deposits. This point cannot be too stronj^ iuMtted npon. 
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and all Directors and Secretaries are urged to exert themselves to encourage 
and obtain local deposits. 

These remarks apply to Central Banks as well as to Credit Societies and all 
other Co-operative Institutions. The matter is an extremely urgent and 
important one and the Registrar trusts that all Directors and Secretaries will 
co-operate with him in securing large and steady increases in the amount of 
deposits. It must lie remembered that too free a use of borrowed money is 
apt to lead to carelessness in management and mutual supervision. 

Registrar’s Memorandum No. i of 191,3. To all Auditors. 

Education in Co-operation. 

I want you to rememlx;r that it is far more important to pay careful 
attention to existing societies than to press for expansion before you have 
seen and attended to the wants of existing societies. In particular, I do not 
think that you pay sufficient attention to the co-operative education of mem¬ 
bers. 'fhey must l)e taught the real meaning of the reserve fund and they 
must be made to understand that it is to the growth of the reserve fund and 
the annual income from the reserve fund that they must look for gradual 
reduction of interest on their loans. .Secondly, it is most important that 
members should understand that loans once granted are not to bo lost sight 
of; that the uses to which money is put must Ix! carefully observed and effort 
must always lx; made to make money productive. Once more, our purpose 
is not to plunge people deeper into debt but to give them the necessary capital 
with which to improve their status and increase their assets, for all money taken 
is intended to 1 * made profitable use of. There must not only be confidence 
between members but there mu.st also be mutual supervision between members. 

Next, you must impress upon the people that no effort must be spared 
to repay money punctually according to the terms agreed on. If members 
are slack in this respect and too indulgent to each other the movement cannot 
progress satisfactorily. The rule should be that the borrower is to have time 
to repay out of his profits. If profits do not accrue for reasons entirely beyond 
the borrower’s control then postponement can rightly be given provided 
always that the interest is paid up. But if profits do accrue, there must on 
no account be any failure to repay the money according to agreement. 

Next, I want you to imjjress upon members that if a man is worthy of 
confidence and trust at all he is worth financing properly. For instance, if a 
man wants a fvair of bullocks it is useless to advance him a sum which will only 
purchase diseased bullocks. If the man is to have bullocks at all by far the 
safest course is to supply him the best and healthiest bullocks available. 

Next, I find that members do not understand what they should do as 
regards the fixation of kists. Here the rule should be (as stated before) that 
the money should be repaid out of the profits resulting from the loan and that 
due regard must be had to the continuance of the object achieved by the loan. 
Take for instance a loan for seed. This should be repaid out of the crop which 
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is grown from the seed and should on no account be allowed to remain over as a 
charge on succeeding harvests. The security for the seed is flje crop produced 
from it, and that security should not be allowed to disappear until the loan 
for seed has been repaid. Then, again, take the case of a loan for bullocks. 
Here we cannot expect the whole sum to be repaid in one kist ; two or three 
kists may be fixed but the member should on no account l)e allowed to sell the 
bullocks which are the security for the loan until he has paid back the money 
borrowed for their jjurchase. Loans for unproductive purposes should l)e cut 
down to the lowest figure possible with a view to protecting members from 
useless and extravagant expenditure. Loans for marriages may lie given, but 
the marriage expenses should be as small as they can juissibly lx- made ; and 
societies should lie taught to protect the economic interests of their mernlx’rs 
in this respxict. 

Next, you mu.st always take care to jxjint out the value of thrift dejxidts 
and dwell on the fact that it is far Ix-tter to allow your money to earn intere.st 
for you than to allow it to lie idle in the ground. Memtiers can keep their own 
savings deposits with their societies and thus employ them under their own 
supervision ; or. if they prefer it, they can lodge their .savings with the Central 
Bank. Societies, moreover, mu.st lie taught that it is the duty of all nieniliers 
to fix each other's credit in general meeting. MemlxTs can then be granted 
loans within their respective credits but it must always Ix? understood that 
the Sirpanch and Secretary may, for really good rea.son, stop a incmlicr’s credit 
provided they at once call a general meeting and explain and justify their 
action to all the memliers with whom the ultimate decision rests. 

Lastly, you should spare no pains to imjiress u}X)n societies the higher 
as^iects of the movement. You should sin w them how these societies wdll 
steadily grow in importance and resources. Yon should show them that 
money put to productii’e purposes must r .-.’jlt in the increase of the wealth 
and assets of members ; and increa.se of wealth means increase in comfort and 
better living. Members must not only work for themst'lves but ftir each other 
and for the future welfare and prosjierity of th i. childien. A society once 
established is not intended to be a temixirary institution but is supposed to 
last for ever and to grow steadily. 1 find from my insjxictions that there is 
still much to be done in the way of educating the iiieintx-rs of societies on these 
very impiortant jxiints ; and I trust that you will spare ao pains to advance the 
cause of co-operation by patiently talking to members and explaining these 
imjwrtant matters very clearly to them. I’nless we realise, and unless Central 
Banks realise, that the mam obj ct of the movement is to teach societies co» 
operative principles and to make them self«)iitaincd self-governing bodies, 
we are bound to fail. If is useless having hundreds of weak societies ; and 
I shall be far mo.e satisfied if, during my in. jxctions, I find that societies are 
making real co-operative progress than il I find that expansion has merely 
resulted in the creation of a large number of weak societies ignorant of the 
principles of co-operation and wholly unable to control their oivn affairs on 
safe and sound lines. 
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Circular No. I of 1913. 

{Subject:—Mortgage by members of Co-operative Societies of their trarssferable 

irUerests.) 

It seems necessary to explain what the policy should be as regards the 
mortgage by members of Co-operative Societies of their transferable interests in 
houses and land and immovable property of all descriptions. It is dangerous 
for any Central Bank to rely on mortgage security, simply because in the event 
of realisation being necessary the position of the Central Bank will be an 
extremely difficult one. The full value of property is very seldom realised 
when the sale is a forced one ; and it is very hard to value accurately the 
property which is to b? mortgaged. Central Banks are, therefore, warned 
against placing too much reliance u|)on mortgage security. 

2. But, where meml)ers have transferable interests and these can be 
mortgaged to their own societies in order to reinforce and strengthen the joint 
unlimited liability which is the main security offered to Central Banks, then 
Central Banks woidd be well advised to encourage such mortgages, it being 
understood that mortgage security is collateral only to the security offered by 
joint unlimited liability and by sureties. 

3. WTierc memliers have transferable rights they, in fact, protect them¬ 
selves by making over such rights to their society ; for they make it difficult 
for themselves to rai,si' money on their immot'able i)roi)erty except from their 
society. Moreover, should a member decide to raise money on the strength 
of his land or houses from an outside moneylender, he would first have to 
inform the society of his intention and obtain cancellation of the mortgage 
f>ond and this would certainly make for the protection of the society’s 
interests. 


Circular No. II of 1913. 

{Subject:—Inspection and taking copies of records of rights and papers {kept by 
Paiu aris) by Co-operative Societies and members of societies interested 
therein.) 


The following extracts from the Central Provinces Land Revenue Act 
(XVIII of 1881) and the Patwari Rules are reproduced for general informa¬ 
tion :— 

• ••••* 

Section 147—Patwaris shall produce at all reasonable times, for the 

inspection of all persons interested therein, all records 
I’atwarU to produce , t- t • j ^ 

pnpera for irap^tKm, »mi and papers which they are so required to prepare or 

made"*** ** allow such persons to make copies 

of such records and papers. 
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Rule cm.-— The Patwari shall allow any one interested to inspect his 
records in his presence and to take notes of the same, and he 
shall, if required, give an extract of any portion directly 
affecting his rights to any applicant whose name is therein 
recorded on being provided by the applicant with paper for 
the purpose. 

No'e .—By the Government of India’s Notification No. jKi, datnl the igth January 
1889, copies of extracts certified by Patwaris to be true copies of or true 
extracts from records or pa^wra which they are required to prepare or keep by 
any nilc made by the Chief ConimUsioner under Section 14b of the Central 
Provinces I^ml Revenue Act are exempt from .stamp diit'. 


Circular No. Ill of 1913 (Revised). 

(Subject;—Control of Bank and Federation Siaif.) 

Some confusion still apix-ars to exist with regard to the Federation staff. 
Under the Federation by-laws every salaried .servant (excepting those on the 
menial staff on less than Rs. 10 per mensem) working under the control of a 
Central Bank is bound to obtain the (Jovernor's license to work. It follows, 
therefore, that all servants ot Central Banks are Federation servants, no 
matter whether their salaries be paid by Central Banks or by the Societies under 
them. The Federation staff working under a Central Bank consists of (a) 
Bank staff proper, that is to say, Manager, lusjxsctor. Accountant, etc., etc., 
and (i) Societies’ staff, vit.. Federation Auditors and Society Moharrirs. The 
Bank staff is paid from the income which a Central Bank cams, and not from 
the Federation sul>scriptions which Societies paj-. The Bank staff is appointed 
by and dismissed by the Directors of the Central Bank, subject, of course, to 
the Governor’s licensing ix)wers, and is th'-.i under the discipline and control 
of the Central Bank. Federation Auditors are, on the other hand, licensed 
by the Registrar and appointed and dismissed by the Governor of the Federa¬ 
tion. They are paid out of the suliscriptions contributed by Societies. 
Society Moharrirs. are, however, m the same position as members of the 
Bank staff proper, except toi the t.-ict that thi;ir salaries are paid out of the 
subscriptions of Societies. 

2. Government is maintaining its rcsi)on.sibility for t lie control of audit. 
The Registrar's power to delegate authority to audit to any competent person 
is vested in him by law ; and until Federation Auditors have been properly 
trained and taught, it will b<* injxissible to delegate indeiiendent powers to 
them. Moreover, all Central Bank.s have not yet worked up to the minimum 
scale of one Federation Auditor and two Society Moharrirs for every circle of 
100 Societies. T.hat, however, is the minimum scale in view, and Central 
Banks should keep it carefully in mind and sec that it b worked up to without 
unnecessary delay. 

3. Di^tors of Central Banks are particularly requested to see that 
their touring servants maintain pwropn diaries showing the work they do. 
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The diaries of Federation Auditors will go to the Goverftment Circle Auditor. 
Federation Auditors should work on definite tour programmes arranged by 
the Government Auditor and the Honorary Secretary of the Central Bank in 
<onsultation. All diaries kept by members of the staff under Central Banks 
will, in the first instance, go to the Honorary Secretary for orders and then to 
the Government Circle Auditor for information. 

4. It is not to be understood that the maintenance of diaries does away 
with the .submission, when necessary, to Central Banks by their staff, of separate 
reports dealing with any matter of special interest. If any case of defalcation 
is detected, an urgent rcixjrt .should be immediately submitted to the officer 
to whom the Federation servant submits his diary, that is to say, a Federation 
Auditor will report cases of defalcation to the Government Circle Auditor 
direct, while other Federation servants will submit their reports to the Honorary 
Secretaries of Central Banks. 

5. .Society Moharrirs should keep their diaries in the same form in u hich 
Patwaris keep theirs. The various entries under different dates should lx; 
signed or initialled by the Sirpanch of the Society visited, or by the Director 
in charge of the Circle, or by the Federation or Circle Auditor, in token of the 
correctness of the entries made, When preparing monthly salary bills, 
diaries should be carefully insiiected in order to see that honest work has been 
done. 

6. Federation .Anditois should ntaintain their diaries in the same form 
as that used by Revenue Inspectors, and these diaries should be carefully 
scrutinized when monthly salary bills arc prepared. It is requested that if 
these orders arc incomplete in any way, a reference may at once be made to 
the Registrar. 


Registr.vr’s Memor.sndum No. 2 of igij. 

Importance of proper accounts. 

The grant of an Audit Certificate is not to be easily made. It is the clear 
duty of the Central Bank to see that all the accounts of its constituent societies 
are properly kept ; and I insist on this duty )x;ing efficiently carried out. 
■Central Banks must clearly understand that I place safety and effective control 
■and supervision of societies above all other considerations. Unless a Central 
Bank's control is really efficient there is no excuse for the existence of the 
•Central Bank. If, then, I find that audit certificates cannot be granted by 
Auditors because Central Banks have failed in tlieir duty I have to deal with 
the Central Banks and see that they mend their u ays. We must have a reason¬ 
ably high standard of work in this ^ntal matter of accounts. To be slipshod 
and careless must be, in the end, ruinous to all concerned. 

There appears to be some misapprehension regarding the duties of Govem- 
.ment in this matter of account keeping. I will, therefore, try and make the 
position efear. It is not for Government to provide men to go round and 
■write up the accounts of societies. T know that Auditors have had to write 
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up acconnts in the past. But this can now no longer be done; at best, such a. 
procedure is a mockery of “ Self-help.” Societies cannot, as a rule, keep^ 
their accounts properly. Therefore men must be provided for the service of 
societies, and societies must pay for this service. Hence our Society Mobarrirs.. 
A sufficient and well-trained staff of Federation men is indispensable. These 
men want supervision. They get it (i) from the Central Bank, (ii) from the 
Registrar and his staff. For supervision Central Banks must, no less than 
Government, maintain a good staff of men. But the Government staff is there 
to exercise guidance and general control and not to execute every detail. 
The Central Bank staff is there to see that the wants of societies are promptly 
attended to, and to do all the necessary routine business involved in the 
working of a Central Bank. The Central Bank makes i>rofits for its shareholders 
and is a paying concern. But Government pays for the Registrar and his 
staff out of the public purse, the sole justification for the charge on the tax¬ 
payer being the benefits which the country as a whole is reaping from the 
co-oirerative movement. Now these benefits have their origin in one tiling, 
and one thing only. If that thing lie absent then co-operative credit is merely 
so much poison to the manhrxid and strength of the (leople obtaining it. This 
vitally necessary thing is ” self-help,” the desire to make an honest effort to 
pay full value for benefits obtained, to work for results. It is the strengthening 
of moral fibre and the development of character and capacity which are the 
main aims of the co-operative movement. Some obstinate and ignorant people 
will, I fear, never understand the movement sim})ly bccaustj they are too. 
stupid to be able to see beyond the nariow horizon of “ cheap money.” 
” Cheap money ” is obtainable only if self-help b(; e.xhibitcd ; the greater the 
personal effort, the stronger the .self-help, the more earnest the united effort, 
the cheaper will money become for co-operators. 


RE(ilSTKAR's MeiHORANDUM No. J OK I9IJ. 

Policy when crops fail. 

The early withdrawal of the rains will, it now seems certain, cause crop- 
failures of varying degrees of .severity in areas in which Central Banks and 
co-ojxirative credit societies are situated. It will, therefore, be of assistance- 
Lo the Directors of Central Banks it I lay down the general lines of policy which 
should be adopted by co-operative banks and societies in times such as the- 
present. 

The principle underlying co-oj^erative finance is that the borrower must 
be given time to realise the purpose of the loan which he has taken and pay 
hack the loan and interest out of the profits lie makes, leaving his estate the 
better ofif for the transaction. Now it is obvious that when crops a«e 
ppetponements ivill have to be granted to borrowers. But I cannot too 
ctentiy impress upon Central Banks that postponements diooM bear a 
relation to tiie degree oi emp failure exiieHmiced by the pnrti«ii»r 
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the particular member concerned. It is bad policy to grant wholesale post¬ 
ponements when conditions vary from village to village and from holding to 
holding. In the matter of agricultural prospects certain districts are this year 
much better oft than others. Again certain parts of districts, and even of 
tahsils, are badly affected by this season while other parts have, owing to the 
local nature of the rainfall, been more favoured. It will therefore be necessary 
for Central Banks to use great discretion in the coming year, and to make full 
use of the staff at their disposal in order to acquaint themselves thoroughly 
with the circumstances of each credit society. Enquiries of this nature cannot 
l)e conducted merely from headquarters, nor can any accurate opinion be 
obtained by merely listening to the vague rumours and reports of people who 
have no direct interest in the welfare of co-o]ierative societies. Each bank 
must face the task before it in a methodical manner and must accumulate its 
own evidence in order to enable, it to deal justly with its constituent societies. 

It is in times of uncertainty, and even of distress, such as the present that 
Central Banks should make it their business to put good heart and confidence 
into the societies the affairs of which they are responsible for. The people 
must not be allowed to suppose that co-operative institutions are merely in¬ 
tended for good seasons and are not likely to be of service to borrowers in bad 
years. Loans should, therefore, be granted for every reasonable and legitimate 
purpose provided that credit is sufficient. It would be unreasonable for 
borrowers to expect, in times like the present, large loans on easy terms for 
ceremonial expenditure or for unproductive purposes. Economy must be the 
watch-work of all concerned, and expenditure must lie reduced, if unproductive, 
to the lowest limits. I trust that it will be understood by all Central Banks 
that the present season furnishes them with an opportunity of showing how 
valuable they can be as friends to the people and how wisely their Directors 
can administer their affairs during periods of distress and difficulty. It would 
be fatal, I need scarcely point out. to restrict credit unreasonably and thereby 
to drive the members of co-operative credit societies back into the clutches of 
private money-lenders. The Sahukar is no doubt on the watch and will not 
fail to take full advantage of the slighest weakness which may now be exhibited 
by the Directors of our Central Banks. 

Most of our banks are now in tlie position of having to expand their 
business in order to find the funds with which to pay the staff which is indis¬ 
pensable for the work of a bank and its societies. This expansion of business 
may either take the form of increasing the membership of the existing societies 
or the oiganixation of fresh societies. As a general principle 1 would lay down 
that a Central Bank should first make certain of satisfying all the reasonable 
requirements of its existing societies and their present members before seeking 
for expansion. Thus, it must be borne in mind that a bad kharif harvest 
fdlowed by a poor fM crop will probably lead to short ooUecticaB and to amnit 
turnovers. Aboet June or July, 1914, when the rains break there will be a 
demand for money for Uiarif operations, and this will be fdlowed again by a 
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demand for the needs of roW cultivation later in the year. It will not be 
untfl May, 1915, that money will begin to come back to the banks from the 
sodeties in normal fashion. I am, however, of ojwion, after most carefal 
deliberation, that it will be the best and soundest policy to allow all our Central 
Banks to expand, at any rate up to their budget requirements ; and I would 
go further than this and say that the universal rule should be that all good 
and sound business well tested and well enquired into should be accepted and 
that all doubtful business involving unusual risk of any kind should be stead¬ 
fastly rejected. I think that we are in a position, thanks to the steps that we 
have taken in tlie past year or so to strengthen our resources and organization, 
to meet the present difficulties of the situation calmly and to continue the 
even flow of our business just as though prospects were favourable and harvests 
likely to be excellent. 

1 cannot close this letter of instructions without once again impressing 
upon the Directors of Central Banks the absolute necessity for good, sufficient 
and capable paid Federation staff. Where I sec that banks are failing to carry 
out the accepted policy of the Federation 1 shall absolutely refuse to help 
expansion. Nor, of course, shall I permit expansion on unsound lines. 

The time has now passed for experimental measures; and it is only by 
eflective organization and constant care and attention to business that we can 
hope to make of our co-operative banks and societies that tremendous machine 
for good which we all hope they will prove to be. 


Circular No. V of 1913. 

[Subject:—Custody and renewal of pro-notes.) 

1. It has been the practice for Central Banks to forward the pro-notes 
executed by Credit Societies to the Prow.icial Bank, and for the Provincial 
Bank to forward these pro-notes to the Allahabad Bank. This procedure has 
been necessary in order to introduce Central Banks and Societies to, and 
educate them in, the piro-note system. With experience, however, we are now 
able to take another step forward. 

2. The present practice produces unavoidable difficulties. Central Banks 
cannot obtain ready access to the pro-notes of their Societies; and it thus 
comes about that the pro-notes neld by the Allahabad Bank and the Provincial 
Rank are not infrequently out of date in respect of the transactions they relate 
to. The Registrar, therefore, directs that, in future, the simple rules given 
below shall be strictly observed. 

3. (i) No Central Bank shall lend money borrowed from the Provincial 

Bank except to Co-operative Societies registered with u n l imi te d 
liabiUty. 

(ii) Such loans must invariably be secured by a promote or pro-notes 
iu the form prescribed by the Registrar. 

(tii) Piomotes eae^ed by Societies must be kept in safe custody fe the 
offices of Central Banks. 
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(iv) When a Central Bank borrows money from the Provincial Bank B 

shall execute a pro-note or pro-notes in favour of the Provincial 
Bank; and the Manager of the Provincial Bank shall see that alt 
pro-notes forwarded to him are duly signed by the person or 
persons authorised by by-laws, or by resolutions passed in accord¬ 
ance with by-laws, to sign on behalf of each Central Bank. 

(v) Pro-notes executed by Central Banks shall be forwarded, when 

necessary, to the Allahabad Bank after proper endorsement by 
the Provincial Bank. 

4. The Assistant Registrar, the Chief .Auditor, and all Government 
Auditors are ordered to sec that the above rules are scrupulously observed. 
Auditors arc, at the time of passing and testing the monthly returns from Central 
Banks which have been prescribed by the Registrar, to check and examine the 
pro-notes of Societies held in safe custody. It must, in particular, be seen 
that the loans granted to Credit Societies are fully secured by pro-notes held 
by the Central Bank ; and all pro-notes must be very carefully examined and 
checked with reference to the cash-book and ledger of loans. Care must be 
taken to see that pro-notes are up to date with respect to the transactions they 
cover, and that they are not time barred. The regular annual overhaul of all 
pro-notes as already laid down by the Registrar must be insisted on. It may 
also Ix' mentioned, in this connection, that the Registrar expects his Auditors, 
at their monthly inspections of Central Banks, to see that all work is up to date, 
that applications for registration are promptly disposed of, applications for 
loans piomptly attended to, etc., etc. These orders do not in any way afreet 
till' standing ordcre of the Department on the subject of audit which is an 
annual affair and distinct from regular and systematic inspection. 


Circular No. I of 1914. 

{Subject:—Necessity of scrutiniting the composition of Credit Societies front 
time to time with a view to weeding out bad and doubtful members.) 

Experience of the working of young co-operative credit societies shows that 
cases are not infrequent in which, by some means or other, insolvent persons 
succeed in obtaining enrolment in membership. Cases have also occurred in 
which men of doubtful character have been elected as members owing to the 
ignorance of the people of the fundamental principles of co-<^>eration. Central 
Banks must not omit that important part of their duty which consists of 
scrutinising the composition of credit societies from time to time, with a view to 
weeding out bad and doubtful members and making the financial position as 
strong a,s possible. The Registrar would point out that the enrolment of heavily 
indebted men in co-operative credit societies is a source of very real dapger to 
the movement; and it is' for Central Banks to carefully consider whether the 
position of a member is such as to mutant the expectation that he will even¬ 
tually be relieved from the load of old debt ediich he c aixi e e , or vrhether i»«« 
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position is beyond hope and irretrievable by means of co-operative credit. In 
the latter class of case the proper conrse is to remove the hopelessly invtdved 
member from the society, while in the former dass of case the Central Bank 
must see that steps are taken to grapple with the member’s old debts; either 
the member must gradually pay them off himself, or the debts may be coa* 
solidated (and, if possible, conciliated) and taken over by the Society. On no 
account must old debts be neglected and allowed to accumulate until they 
threaten ruin. It must be borne in mind that co-operative credit is not a cure 
for every kind of evil; and it must be the aim of Central Banks to deal with 
solvent and honest men, in the reasonable expectation of maintaining thm 
in solvency and honesty. To attempt the hopeless task of lescuing bankrupt 
people wholesale is to allow the movement to run mad. If the composition of 
societies is carefully scrutinized from time to time when annual credit limits 
are fixed, and if the members of societies are taught to fix each other’s credit 
limits with due care and consideration, the soundness of co-operative banking 
business will be established on a firm basis. If, on the other hand, people 
are allowed to continue incurring outside debts and to let old debts 
accumulate, heavy losses must follow. It is, moreover, certain that unlimited 
liabDity and joint resiionsibility, strong security as they offer, will not stand 
the strain of careless or imprudent finance. The Registrar trusts that these 
words of warning will receive the attention of all workers in the field of 
co-operation, and especially of the Directors of Central Banks and of the 
non-official and official staff employed to safeguard the interests of the 
public. 


Circular No. II or 1914. 

{Subject;—Audit to be local audit <.,d to include inspection.) 

All Auditors, Government and Federation, are expressly prohibited, on 
pain of most severe penalty, from summoning the members of Co-operative 
Societies away from their villages for the work of inspection and audit. Under 
section 17 (2) of the Co-operative Societies Act, the Registrar’s audit (which 
is carried out on his behalf ly a Government or Federation Auditor) must 
include an examination of overdue debts, if any, and a valuation of the assets 
and liabilities of the society. Moreover, in the audit of Co-operative Societies 
education and the inspection of detail play a most important part j and 
satisfactory answers cannot possibly be given to the questions put by the 
Registrar in his form of audit note unless the work is patiently and thoroughly 
done within the village and amidst the actual surroundings of the mentbess. 
The Regist car must point out that the certificate of audit required » so worfbd 
as to sdenmly declare that audit has been Jocaf audit; and no audit is hieal 
which renders it nenssary for either the books or the members of a society 
leave the viSage which is the sodetir's registered faead-q[uarters. To 
a otftMcate for work which has not been dkne on tbe ^lot is a very ssi^^ 
anatter. 

■ ',cs . ■ 
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2. The Registrar finds it necemry to warn Central Banks that they mtitt 
not allow the process of statutory audit to blind them to their own duties aad 
responsibilities. The opinions and judgments of the Government and Federa¬ 
tion Auditors must, at best, provide a most unsatisfactory substitute for the 
independent decisions of Central Banks. Experience in all countries has 
proved that the inspection and audit of Government Co-operative Auditors 
are apt to become lifeless and mechanical; and though the Registrar is fully 
alive to this danger and will, with the active co-operation of Central Banks, 
do his best to guard against it, it must be clearly understood by all concerned 
that Central Banks must form their own opinions of credit capacity for them¬ 
selves, and, therefore, must inspect for themselves. In carrying out the work 
of statutory audit, Government accepts no financial responsibility whatever} 
and it is not intended that the staff engaged in the work of statutory audit 
should be used as part of the necessary executive machinery which every 
Central Bank must possess lor its own work. Every decision to grant or to 
refuse credit must be made in the first place, as far as individual members are 
concerned, by the societies to which they belong, and, in the second place, as 
far as societies corporate are concerned, by the Central Banks which finance 
them. Societies must be live working bodies, and not mere puppet shows the 
strings of which are pulled by outside agency to make an imitation of life { 
and the same remark applies to Central Banks. To disregard these fundamental 
principles of co-operation is to stifle the movement at its birth. 


Circular No. IV of 1914. 

(Subject:—Periodical scrutiny of Societies by Central Banks.) 

The Directors of Central Banks arc reminded of the responsibility which 
devolves upon them of carefully scrutiniaing the affairs of each society from 
time to time. Great care has to be taken to see that security remains good 
and does not decay ; and no society should be permitted to continue in exis¬ 
tence unless its ledger account with the Central Bank is a healthy one. 


Circular No. V of 1914. 

(Subject:—Annual payment of interest—a condition to govern all loans by 
Central Banks to societies and by societies to their members.) 

The Registrar begs to point out that Central Banks cannot, for thdr 
own sakes, allow the interest on loans to societies to run from year to year. 
Central Banks have their own annual charges to meet, and in order to meet 
them they must realise their income from mvested ca}xtal or, in other wwds, 
the interest on loans made to societies. It must, therefore, be made as 
(njIucfUs condition (to govern aU loans by Central Banks and by societies to 
their members) that interest shall fall doe and shall be settled once a year « 
80^ date as may be agreed upon. 
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Circular Ko. VI of X9X4. 

(Stfbfed:—Method to be foUowei in arriving at the annnat income to be ^ioum 
in column 12 of the Statement of Aseets and Liabilities of the ap^eemts 
for regietroHon of a Co-operative Society, and in the Haisiyat Register of 
the Members of Societies.) 

The attention of Central Banks is invited to the different methods now 
followed in arriving at the figures entered in column 12 of the Statement of 
Assets and Liabilities appended to applications for registration, and in column 
16 of the Haisiyat Register. Sometimes gross income is shown, and some* 
times net income ; the net income being arrived at in all sorts of different ways. 
This want of uniformity of method renders it almost impossible to make any 
intelligent use of the information which the figures are intended to convey. 
The Registrar thinks that, on the whole, it will be best if the figures in the 
columns mentioned above show what amount a member may be expected 
to be able to pay in an average year towards the liquidation of his debt with the 
society ; and it is requested that this procedure may l)e followed in future. 


Registrar's Memorandum No. i of 1915. 

On Weak Societies. 

I am now coming across cases of societies the members of which have been 
driven back into the hands of the moneylenders owing to the refusal of Central 
Banks to finance them even for seed. The particular sfjcieties I have in mind 
required money for the last kharif sowings, and in some cases they failed to 
obtain money either from the moneylenders or from their Central Bank. In 
these cases the members could get no seed and their lands remained unsown. 
The assets of these societies have steadily Jeteriorated, and they are rapidly 
drifting into a position in which loss of money is almost certain to occur. I 
would suggest that when a Central Bank finds that it cannot even trust a 
sodety with further advances for the purchase of seed, the Central Bank 
should at once take steps to recover its outstandings and not aUow the society 
to drift into a position of increasing insolvency. When a Central Bank refutM 
to grant loans to enable the members to get their lands sown, the Directon, 
I it, have come to the conclusion that the Bank cannot have fuithei 
dealings with the society. The decision is a serious one both for the society 
and for the Central Bank. At this audit the societies indicated in this 
fetter have been pUced correctly in the " D ’’ class ; and I now ask th^ yow 
Dinctms will give the position of these.sodeties detailed consideration in <Mder 
that the rK»v«nent maybe freed from the stain of their existence, or that steps 
ORiy be taken to revive «r to instil the co-operative spirit amongst the tneodieis. 
I find that in ahnoat evwy case societies which have wmted badly have not 
instmetion in their duties. If societies do not fuBy thklp* 
sfandtiseir by-laws thsy cannot be expected to carry out tiw duties ms 
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over flagrant breaches of the by-laws, thus,' in a measure, contributing to the 
deadening of the “ co-operative conscience ’’ which it is the object of our 
system to create. I take this opportunity of repeating once more that too 
great pains cannot be expended upon the training and instruction of societies 
in their duties. Trouble taken in this direction is sure to be rewarded by good 
results. 


Registrar’s Memorandum No. 2 of 1915 
Punishment of Dishonesty. 

Attention is invited to sections 35 to 38 of the Co-operative Societies Act. 
We have here a useful weapon with which to punish intentionally dishonest 
members of societies ; and use should be made of these sections to visit dis¬ 
honesty with prompt and immediate punishment. 


Circular No. II of 1915; 

[Subject:—The Pass Books kept by Treasurers of Central Banks.) 

The Pass Book kept by the Treasurer of a Central Bank must be an 
accurate record of cash transactions between the Treasiuer and the Central 
Bank. Unless an actual disbursement of money has been made by the Trea¬ 
surer to, or on behalf of, the Central Bank, or by the Central Bank to the 
Treasurer, no entry is to be made in the Treasurer's Pass Book. Auditors must 
not alter the Treasurer’s Pass Book so as to make the book tally with the Cash 
Book of the Central Bank ; for the Cash Book may contain entries which refer to 
mere paper transactions or book adjustments (such entries are, it is directed 
once more, to be made in red ink); and once the Treasurer has signed the 
entries in his Pass Book nobody except the Treasurer himself, under his own 
signature, has any right to correct the entries. A Treasurer’s Pass Book is not 
one of the Central Bank’s books of account, but is the Treasurer’s own state¬ 
ment of his dealings with the Bank and of his liabilities to the Bank, and is a 
copy not of any book of the. Bank but of the ledgerjaccount opened by the 
Treasurer himself in his own books in the Bank’s name. 


Circular No. Ill of 1915. 

(Subject:—Scrutiny of the financial condition of societies by the Directors of 

Central Banks.) 

The attention of all Central Banks is invited to the provision in their In¬ 
laws which lays upon the Board of Directors, or upon the Working Committee 
of the Directors, the duty of scrutinixing the fiiuuicial condition of societies 
with a view to safeguarding the shareholders of Central Banks agaiist fass. 
The Repstiar considers it necessary to point out that the^duty in^poaed is 
a putonal one and carries personal responsibility with it. 
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CiSCUlAS No. rv OF 1915. 

{Subfed:—Enroiment in membership of aU the members of a' joint famify of 
which the managii^ co-paruner ts a member of « society, nnd their 
exemption from the entrance fee and Federation subscription.) 

In order to protect societies against loss and to avoid troublesome disputes, 
ail the members of a joint family of which the managing co-parcener is a 
member of a society should be formally enrolled in membership. In cases of 
this kind it is fair to collect the entrance fee and Federation subscription from 
the managing co-parcener only, it being understood, of course, that the 
other members of the joint family cannot take loans from the society in their 
individual capacities. 


Registrar’s Memorandum No. 3 of 1915. 

Reserve Funds of Cancelled Societies, 

The reserve funds of cancelled societies may, in all cases, and without 
further reference to the Registrar, be transferred to the Reserve Fund of the 
Central Bank. Shares purchased by cancelled societies stand on a somewhat 
different footing: (>) in cases in which shares have been purchased out of 
profits which would have otherwise been transferred to reserve, the most suit¬ 
able course is to transfer the shares to the Governor of the Federation, and this 
practice should be followed : (it) in cases in which shares have been purchased 
out of subscriptions or savings deposits, they must stand in the name of the 
societies cancelled, until transfer to the Bank or to some other person can be 
arranged for by purchase. Dividends, of course, cannot be distributed to 
cancelled societies as they are no longer members of the Bank and lose all rights 
under the Act. Shares held by cancelled societies will not rank for dividend 
so long as they are so held. 


Registrar’s Memorandum No. 4 of 1915. 

Supervision of Society Moharrirs. 

■ Your attention is invited to the necessity for a closer ro-operation between 
the Government Auditors and the Federation Audit Staff on the one side ai^ 
the Central Bank and the Society Moharrirs on the other. In the first place, 
I beg to point out that the Society Moharrirs must be sufiSciently well trained 
and educated to impart elementary co-operative teaching and instruction in ttie 
by-laws to the members of the societies. Secondly, I would point out that the 
Managers of Central Banks are directly responsible for the co-operative quality 
and efiicie.Tcy of the societies affiliated to the Central Banks. Thirdly, I must 
insist on the necessity fw the strict superxiswn of the work of Society Mohiiro. 
rirs by the XHrectors and executive staff of the Central Baidak Unicoi the 
accomts of the societies are regularly written np and proper inriaroetioo and 
teaduag are given to die m embers of the societies far too great a dxtfmM 
phMied tm the uidh machine. 
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As far as possible care should be taken to visit societies during their idack 
seasons; and in this connection I mention that the slack season for a Utnf 
village is not that which is slack for a raU village. In most villages either 
the fabi at the kharif crop is predominant. 

In conclusion, I have to state that in considering the question of licenses 
(which, of course, are always subject to cancellation) the quality of societies 
under Central Banks will be given full consideration. Good teachers will, 
as experience has proved, succeed in turning out a very large proportion of 
really good sound co-operative societies. There is far too great a tendency 
on the part of the paid staff to look upon themselves as masters and not as 
servants of the societies ; and I am afraid the paid staff fail to perceive that 
this attitude is particularly ioolish, for the continuance of their salaries depends 
upon the co-operative health of the societies of which they are the servants. 
These observations may be translated into Hindi by all Central Banks and 
circulated to each member of the Bank and Federation Staff. 


Registrar’s Memorandum No. i of 1916. 

Applications for Awards. 

It seems that some instructions are necessary as regards applications for 
awards or for orders under section 35, Act II of 1912, by societies and Central 
Banks. 

(i) Recently a number of societies have applied for awards against 
defaulting members. It should not be necessary for any properly constituted 
society to apply for assistance in recovering its loans. .'Ml members ere sup¬ 
posed to know the character and financial position of other members; and 
living, as they do, in the same village they do have such knowledge except 
in very rare cases. It is open to them to refuse to allow a dishonest, lazv, or 
insolvent person to join the society. It is also open to them to expel any 
member whom they consider dishonest, lazy, or insolvent. If they do not 
do so they cannot complain if they have to make good any losses incurred by 
the default of any such member, as they are all jointly and severally responsible 
for the debts of each member. If societies are able, without trouble or finanrig t 
loss, to recover by an award or an order of the Registrar, the loans due from 
defaulters, they will never realise their duties and responsibilities in regard to 
the admission and expulsion of members. Awards should therefore only be 
recoQunended in favour of societies against their members in very rare 

(a) The conditions are quite different as regards the appUcatioa for 
awards by the Central Bank against societies. A society may be quite solvent 
owing to its joint and unlimited liability althoufdt ff contains one or two die* 
famMst defaulters. It is quite unreasonable for a Central Bank to wait until 
the society has recovered by award or otherwise the loansdne frosnsneh detardt* 
Ing UModMcs. When the loan to the society becomes overdue tiie Central 
Stak shoold (unleK there are good reasons to tiw ermbniy, such as 
of crops, etc.), apply to the Registrar for an award against the aocie^. 
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Registrar’s Memorandum No. 2 of 19x6. 

CoUeclion of Reserve Funds. 

It is noticed that some Central Banks, in order to reduce their outstanding 
arrears, take all the payments made by the societies to loan accounts and do 
not pass the necessary credits to the Reserve Fund accounts. 

It should be understood that the Reserve Funds of the societies constitute 
a first charge on the interest collected. 


Registrar’s Memorandum No. 3 of 1916. 

The main purpose of insisting on the purchase of shares by members of 
primary societies is to enable Central Banks which, of course, include in their 
organization primary societies working under them, to accumulate a large 
capital of their own as rapidly as possible. Experience in other countries 
emphasises the great necessity for this policy, for in times of strain money 
borrowed, no matter from what source, is apt to be called in. Shortly after 
the South African War, and again in 1907, 1912, and 1914 the German 
societies which depended to a very unsafe extent on borrowed money 
were put in the direst straits by the general scarcity of loanable money 
which prevailed. Accordingly, it has now been accepted by all co-operative 
bankers that a policy which aims at as large a permanent owned capital 
as possible is indispensable to stability of organization. 

In the next place, it is very necessary to teach the villager that co-opera¬ 
tion does not begin and end inside his own village society. What is required 
is education of every kind, and practical measures as well, to instil into the 
villagers a sense of association. In Japan, where every village has its own 
Agricultural Association and 75 per cent, of the total number of towns, villages, 
and hamlets, their own co-operative credit societies, a sense of aMJKiation has 
been instUled into the people in a most remarka ble degree. But it is not to be 
expected that the villagers wiU undersUnd the steps which are being Uken 
on their behalf and strictly in their own interests, unless instruction is given 
them. 
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21. SiaiM or interest not liable to attachment. 

22. Tmaster of interest on death, of member. 

. 23. Ikhaity of past member. 

24. Xialality of the estates of deceased membeit. 
a5« Register of membos. 
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SECnOMS. 

26. 

27. 


28. 


29. 

30. 

31. 

32 - 


33 - 

34 - 


35 - 

36. 

37 - 

38. 


39 - 

40. 

41 - 

42. 


43 - 


44 - 

45 - 
46. 

47 - 

48. 

49 - 

50. 


Proof of entries in societies' books. 

Exemption from compulsory registration of instruments relating 
to shares and debentures of registered society. 

Power to exempt from income-tax, stamp-duty, and registraticm-’ 
fees. 


Property and funds of registered societies. 
Restrictions on loans. 

Restrictions on borrowing. 

Restrictions on other transactions with non-members. 
Investment of funds. 

Funds not to be divided by way of profit. 
Contribution to charitable purpose. 

Inspection of affairs. 

Inquiry by Registrar. 

Inspection of books of indebted society. 

Costs of inquiry. 

Recovery of costs. 


Dissolution of society. 


Dissolution. 

Cancellation of registration of society. 
Effect of cancellation of registration. 
Winding up. 

Rules. 


Rules. 


Miscellaneous. 


Recovery of sums due to Government. 

Power to exempt societies from conditions as to registration. 
Power to exempt registered societies from provisions of the Act. 
Prohibition of the use of the word “ co-operative." 

Indian Companies Act, 1882, not to apply. 

Saving of existing societies. 

Repeal. 


ACT NO. U OF 1912, 

Passxd by the Govbbmor-Geherai or Ihdu in CotmciL. 

{Saeeived the assent of the Goeemor-GcnertU on Ue xst Mnreh, igu.) 

An Act to .imend the Law rebting to Co-operative Someties. 
WsEBBas itisexpedieat further to iaciltlate the form^ioa of Co-opeOtiM 
Sodetki for the {HomotkuK^ thrift and seft*lidpaiiwagagciodt«riita,artjlUMi 
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m 

and persons of limited means, and for that purpose to amend the law lelatiag 
to Co-opeiative Societies ; It is hereby enacted as follows 


Preliminary. 

1. ^i) This Act may be called “The Ooperative 
Societies Act, ” 1912 ; and 

(2) It extends to the whole of British India. 

2. In this Act unless there is anything repugnant 
in the subject or context — 


Short title and extent. 


Definitions. 


(«) “ by-laws ” means the registered by-laws for the time being in force 
and includes a registered amendment of the by-laws : 

(i>) " committee ” means the governing body of a registered society to 
whom the management of its affairs is entrusted ; 

(c) “ member ” includes a person joining in the aRilication for the 

registration of a society and a person admitted to membership 
after registration in accordance with the by-laws and any rules: 

(d) “ officer ” includes a chairman, secretary, treasurer, member of 

committee, or other person empowered under the rules or the 
by-laws to give directions in regard to the business of the society, 
(f) " registered society ” means a society registered or deemed to be 
registered under this Act; 

(/) “ Registrar ” means a person appointed to perform the duties of a 
Registrar of Co-operative Societies under this Act: and 


(g) “ rules ” means rules made under this Act. 


Registration. 


1. The Local Government may appoint a person to be Registry of 
The Re istrar Co-operative Societies for the Province or any portion 

e egustrar. of it, and may appoint persons to assist such Registrar, 

and may, by general or special order, confer on any such persons all or any 
of the powers of a Registrar under this Act. 

4. Subject to the provisions hereinafter contained, a society which has 
as its object the promotion of the econonuc interests of 
; Societiea “‘V ^ its members in accordance with co-operative principles. 

* or a society establislKd with the object of facilitating 

the operations of stich a society, may be registered under this Act with or 
without limited liaWlity; 

Provided that unless the Local Government by general or special order 
otherwise directs— 


(i) the liability of a society of which a member is a registered society 
shall be limited; 

(3) the liability of a society of which the object is the creation of fimds 
to be lent to its memlms, and of which the mnjortty of the 
memben tat agricattoriats, and ^ which no memhCT is a rogis* 
tcred society, idudl be nidimited. 
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. 5 - W**H»th«lkWlity<rfthe!i»mbereoiai«^^ 
limitad Uabllity laA a ^ limited by Bhatet, no member other than a 
share capital. registered society shall— 

{«) hold more than such portion of the share capital of the society, 
subject to a maximum of one*fifth as may be prescribed by the 
rules; or 

(6) have or claim any interest in the shares of the society exceeding one 
thousand rupees. 

6. (i) No society, other than a society of which a member is a registeted 
society, shall be registered under this Act which does 
Coaditto^ regatra- consist of at least ten persons above the age of 

eighteen years and, where the object of the society 
is the creation of funds to be lent to its members, unless such persons— 

(«) reside in the same town or village or in the same group of villages • or, 
(6) save where the Registrar otherwise directs, are members of the 
same tribe, class, caste, or occupation. 

(2) The word " limited ’’ shall be the last word in the name of every society 
with limited liability registered under this Act. 


7. When any question arises whether for the purposes of this Act a 
person is an agriculturist or a non-agriculturist, or 
quertioM. whether any person is a resident in a town or village 
or group of villages, or whether two or more villages 
shall be considered to form a group, or whether any person belongs to any 
particular tribe, class, caste, or occupation, the question shall be decided by the 
Registrar, whose decision shall be final. 

Application for registra- (*) For purposes of n^istration an applicatk» 

tion. to register shall be made to the Registrar. 

(a) The application shall be signed- 
fa) in the case of a society of which no member is a registered society, 
by at least ten persons qualified in accordance with the require¬ 
ments of section 6, sub-section (i); and 
(b) in the case of a society of which a member is a registered society, 
by a duly authorised person on behalf of every such registBied 
society, and where all the members of the society are not 
registered societies, by ten other members or, when there are 
less than ten other members, by all of them. 

(3) The applicatiou shall be aocompankd by a copy of the propoeed 
by-UwBof the society, and the persons by whom or on whose bdulf ewii 
^Hplicatimi is made s^ famish such mformation in regard to the eociety 
as the Registrar may require. 

9 . If the R^fietrar is satisfied that a eociety hae complied erRh ti* 


KsgMnttioa. 


provisioBS of this Act and the mfee and thtf it» 
piopoaed hy-lain an not coidiafy to Urn Aef toto 


the ndee. he may, if he thinke fit. legista the todety and iti lqr4ami; 
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to. A certificate of registration signed by the Registrar «ba ii be 
Evidence of registration, conclusive evidence that the society therein 
mentioned is duly registered unless it is proved that 
the registration of the _society has been cancelled. 

II. (i) No amendment of the by-laws of a registered society «haii be 

Amendment of the by- J^ccn registered tmder this 

Uwe of a registered socfc- Act, for which purpose a copy of the amendment 
shall be forwarded to the Registrar 

(2) If the Registrar is satisfied that any amendment of the by-laws is 
not contrary to this Act or to the rules, he may, if he thinks fit, register the 
amendment. 

( 3 ) When the Registrar registers an amendment of the by-laws of 
a restored society, he shall issue to the society a copy of the 

amendment certified by him, which shall be conclusive evidence that the 
same is duly registered. 


12 . 


Rights and liabilities of members. 

No member of a registered society shaU exercise the rights of a 
. member unless or until he has made such payment 

rights tiU dae*j»^Bnt society in respect of membership or acquired 

such interest in the society, as may be prescribed by 
the rules or by-laws. 


13 - ( 1 ) Where the Uability of the members of a registered society is not 
Vote of members. •>y Shares, each member shall, notwithstanding 

the amount of his interest in the capital, have one 
vote only as a member in the afiairs of the society. 

(a) Where the liability of the members of a registered society is limited 
by **** “ "“"y votes as may be prescribed by the 

(3) A regbtered society which has invested any part of its funds in the 
shares of any other registwed society may appoint as its proxy, for the purpose 
of voting in the afiairs of such other registered society, any one of its 
numbers. 


Restrietioas oa tiaasiet 
oi duure or iaterest. 


(i) The transfer or charge of the share or interest of a member in 
the capital of a registered society. shaH be subject 
to such conditions as to maximum holding as may 
be prescribed by this Act or by the rules. 

(2) In case of a society registered with unlimited liability a nwmhM - A.p 
not transfer any share hdd ^ him or his interest in the capital of the society 
W any part thereof unless— 

(2) be has held such share or interest for n<A less 

yBBr;aiid 

(ft) the transfer or charge » made to the society or to a member td 
the society. 
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Address o< socseties. 


' Duties of registered societies. 

xs< Every registered society shall have an address, registered in accord¬ 
ance with the rules, to which all notices and ccmunnid- 
cations may be sent, and Shall send to the Eegbtrar 
notice of every change thereof. 

i6. Every registered society shall keep a copy of this Act and of the 
Copy of Act, miss and governing such society, and of its by^ws. 

by-laws to be open to in- open to inspection free of charge at all reasonable 
times at the registered address of the society. 

ry. (i) The Registrar shall audit or cause to be audited by some person 
authorized by him by general or special order in 
writing in this behalf the accounts of every registered 
society once at least in every 5«ar. 

(2) The audit under sub-section (i) shall include an examination of over¬ 
due debts, if any, and a valuation of the assets and liabilities of the society. 

(3) The Registrar, the Collector, or any person authorized by general or 
special order in writing in this behalf by the Registrar shall at all times have 
access to all the books, accounts, papers, and securities of a society, and every 
ofiBcer of the society shall furnish such information in regard to the transactions 
and working of the society as the person making such inspection may require. 


Audit. 


Privilege of registered socieUeSu 

18. The registration of a society shall render it a body corporate by the 

name under which it is registered, with perpetual 
Societies to be bodies succession and a common seal, and with power to 
corporate. property, to enter into contracts, to institute 

and defend suits and other legal proceedinT* and to do all things necessary for 
the purposes of its constitution. 

19. Subject to any prior claim of the Government in respect oTland- 

revenue or any money recoverable as land-revenue 
Prior of society. q, of a latuUord in respect of rent w any money 
recoverable as rent, a registered society shall be entitled in priority to other 
crediton to enforce any outstanding demand doc to the society from a member 
or past member— 

(a) in respect of the supply of seed or manure or of the loan of money 
iar the purchase of seed or manuie—upon the crops or other 
agricultural produce of such member or person at any time withhi 
eighteen numths from the date of such supply or loan { 

(f>) in re^iect of the supply of cattle, fodder for rattle, agricultund or 
iiulostrial implemeirts ac machinery, or raw m a teri als for aMtnh' 
factnre, or of the loan of numey for the pmdiase eif an^ 
fo r eg oi ng things~-eq)oo any such things so su|yBed.or 

m sriiofe <« iapait fniAi any sadt foan. or on aiqr 
factored from nw^roatexfois so «r 
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30 . A registered society ^11 have a charge upon the share or interest 
in the capital and on the deposits of a member m 
re^?0l OTteter”. member and upon any dividend, bonus, or profits 
ertrimember, payable to a member or past member in respect of 

any debt due from such member or past member to 
the society, and may set off any sum credited or payable to a member or 
past member in or towards payment of any such debt. 

21. Subject to the provisions of section 20, the share or interest of a 

member in the capital of a registered society shall not 
t” ftttSmem?* ^ liable to attachment or sale under any decree or 
order of a Court of Justice in respect of any debt or 
liability incurred by such member, and neither the Official Assignee under 
the Presidency-towns Insolvency Act, 1909, nor a Receiver nndpr the 
Provincial Insolvency Act, 1907, shall be entitled to or have any claim on 
such share or interest. 

22. (i) On the death of a member a registered society may transfer the 

share or interest of the deceased member to the person 

mS of nominated in accordance with the rules made in this 

behalf, or, if there is no person so nominated, to such 
person as may appear to the committee to be the heir or legal representative 
of the deceased member, or pay to such nominee, heir, or legal representative, 
as the case nray be, a sum representing the value of such member’s share or 
interest, as ascertained in accordance with the rules or by-laws; 

Provided that— 

(i) in the case of a society with unlimited liability, such nominee, heir, 

or legal representative, as the case may be, may require payment 
by the society of the value of the share or interest of the deceased 
member ascertained as aforesaid; 

(ii) in the case of a society with limited liability, the society shall 

transfer the share or interest of the deceased member to such 
nominee, heir, or legal representative, as the case may be, being 
qualified in accordance with the rules and by-laws for membenhip 
of the society, or on his aj^lication within one month of tlw 
death of the deceased member to any person specified in the 
application who is so qualified. 

(3) A registered society may pay all other moneys due to the deceased 
member frenn the society to such nominee, heir, or legal representative, as the 
case may be. 

(3) All transits and payments made by a registered society in accordance 
with the provisions of this section shall be valid and effectual against any 
demand made upem tire society by any other pwson. 

33. Uhl liabil^ of a past mianber to tto debts of a registered society 
I ..1 . u ** eafsted at the time whw he ceased to be a 

ty psrt laem . c<mtinua to a period of two yean from 

the data of h«i omaiag to be a member. 
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14. The estate of a deceased merntwr diaU be UaUe f<Mr a period of one 
year frcnn the time of his decease for the debts of a 
n f /mrm^n” registered society as they existed at the time of his 


decease. 


35. Any register or list of members or shares kept by any registered 

Register of members. ^ evidence of any of the 

following particulars entered therein:—. 

(а) the date at which the name of any person was entered in snch 

register or list as a member ; 

(б) the date at which any such person ceased to be a member. 

26. A copy of any entry in a book of a registered society regularly kept 
in the course of business, shall, if certified in snch 
**8oclet^'’^ksmanner as may be prescribed by the rules, be received, 
in any suit or legal proceeding, as ^rimd/acts evidence 
of the existence of such entry, and shall be admitted as evidence of the matters, 
transactions, and accounts therein recorded in every case where, and to the 
same extent as, the original entry itself is admissible. 


Exemption from ccon- 
pulsory ngistration of 
metniments relating to 
shares and debentures of 
registered society. 


27. Nothing in section 17, sub-section (i), clatises 
(6) and (c), of the Indian Registration Act, 1908, 
shall apply to¬ 


il) any instrument relating to shares in a registered society, notwith¬ 
standing that the assets of such society consist in whole or m 
part of immoveable property; or 
(2) any debenture issued by any such society and not creating, declaring, 
assigning, limiting, or extinguishing any right, title, or interest 
to or in immoveable property except in so far as it entitles the 
holder to the security afforded by a registered instrument whereby 
the society has mortgaged, conveyed, or otherwise transferred 
the whole or part of its immoveable property or any interest 
therein to trustees upon trust for the benefit of the holders of 


such debentures; or 


(3) any endorsement upon or transfer of any ^benture issued by any 
such society. 


ad. The Governor-Genera! in Council, by notifies- 
iaMss^A^^^-dety, tion m the GtmUt of India, may, in th: case of any 
sad regisfaatton-lees. registered soefety or class of e^istered society, reiqit— 

(a) the income-tax pajnbls in respect of the profits of the society, 01 

of the dividends or other payments received by the memben ol 
the society on account of profits i 

(b) the stamr^ any law for the tm» bewg b 

force, isstmments executed by or oa behalf of a regktered teefofi 
Of by aa oficer or asember and idatfog to tbe bt^iyeee o| 
eoeiety, or asy fdaee of snch inshrumOBta, ^ 

(hnixeidile | 
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{e) any fee payable under the law of registration for the time be^ in 
force. 


Property and funds of registered societies. 


Restrictions on loans. 


2g. (i) A registered society shall not make a loan 
to any person other than a member: 

Provi^d that, with the general or special sanction of the Registrar, a 
registered society may make loans to another registered society. 

(2) Save with the sanction of the Registrar, a society with unlimited 
iability shall not lend money on the security of moveable property. 

(3) The Local Government may, by general or special order, prohibit or 
restrict the lending of money on mortgage of immoveable property by any 
registered society or class of registered societies. 

30. A registered society shall receive deposits and loans from persons 
who are not members only to such extent and under 
such conditions as may be prescribed by the rules 
or by-laws. 

31. Save as provided in sections 29 and 30, the transactions of a registered 

Restrictions on other ’’^^h persons other than members shaU be 

subject to such prohibitions and restrictions, if any, 
as the Local Government may, by rules, prescribe. 

32. (i) A registered society may invest or deposit 
its funds— 


Restrictions on borrow¬ 
ing. 


trsnsactious 

members. 


with non¬ 


investment of funds. 


(4) in the Government Savings Bank; or 

(6) in any of the securities specified in section 20 of the Indian Trusts 
Act, 1882; or 

(c) in the shares or on the security of any other registered society i or 

(d) with any bank or person carrying on the business of banking, 

approved for this purpose by the Regutrar; or 

(e) in any other mode permitted by the rules. 

(a) Any investments or deposits made before the commencement of Uiis 
Act which would have been valid if this Act had been in force are hereby 
ratified and confirmed. 

33. No part of the funds of a registered society 
shall be divided by way of bonus or divideitd or 
otherwise among its members: 

Provided that after at least one-fourth of the net profits in any year have 
been carried to a reserve fund, payments from the remainder of such 
and from any profits of past years available for distribution may be made 
among the members to such extent and under such conditions as may be 
prescribikl by the rtfies or by-laws; 

Frovidsd also that in the case of a society with unUn^ed liabfiity no 
tOstribution of profits ShaU be made without the graeial or special order <d tile 
Local Govemmeat in this bduJi. / 
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ContribBtioit to diari- 
tsUeporpote. 


34. Aof ngtttand aocwtjr m$.y. irith ^ Moctioo oi till Rugiitoir, 

ftito <»e<iointh of the net profits b 1 m beoa 

carried to a reserve fund, contribute an aiaount not 
exceeding ten per cent, of the remaining net profits 

to any charitable purpose, as defined in section 2 of the Charitable Endow* 
ments Act, 1890. 

Inspection of affmrs. % 

35. (i) The Registrar may of his own motion, and shall on tho request 

of the Collector, or on the apjdicafion of a majority 
Inquiry by Kegistiar. the committee, or of not less than one-third of the 
members, hold an inquiry or direct some person authorised by him by ordw 
in writing in this behalf to hold an inquiry into the constitution, working, and 
condition of a registered society. 

(a) All officers and members of the society shall furnish such mformation 
in regard to the affairs of the society as the Registrar or the person, authoriaed 
by the Registrar may require. 

36. (i) The Registrar shall, on the application of a creditor of a ref^tered 

society, inspect or direct some person authorised by 

Inspection ol books oi jjy order in writing in this behalf to inspect the 

indebted society, , , , , 

books of the society ; 

Provided that— 

(а) the applicant satisfies the Registrar that the debt is a sum then 

due, and that he has demanded payment thereof and has not 
received satisfaction within a reasonable time ; and 

(б) the applicant deposits with the Registrar such sum as security for 
the costs of the proposed inspection as the Registrar may require. 

(a) TThe Registrar shall communicate the results of any such inspection 

to the creditor. , , j 

37. Where an inquiry is held under section 35, w su inspection Is made 

under section 36, the Registrar may apportkm the 

Costs ol inquiry. gosts oT such part of the costs as he may think r%ht, 

between the society, the members or creditor demanding an inquiry «r 
inspection, and the officers or former officers of the society. 

^ Any sum awarded by way of costs under section 37 may be reoovwed, 
on application to a Magistrate having jurisdkdiaa 
Rsoovety of costa y where the person trom whom the XBomg 

k actuaUy and voluntarily resides or carries on 

and sale of any moveable property within the limhs of the jurist- 

tioniri surJi Magistrate belonging to sudi person. 


OuxMUm of ooeitty. 

39 . (*) If the Rsgiatnr. sdter an hiqoiry hae been held 
INMctatke. 


er oa of applfcaition 
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flf tli« members of a i^jistered society,1e of option th^tbe society M^ to 
be dissolved, he may cancel the rqiistratkn) o< the aociety. 

(2) Any member of a sockty may, within two months from the date of an 
order made under subjection (i), appeal from such order. 

(3) Where no appeal is presented within two months from the making 
of an order cancelling the registration of a society, the order shall take ^tect 
on the ex|riry of that period. 

(4) Where an appeal is presented within two months, tte order shall not 
tdce effect until it is confirmed by the appellate authority. 

(5) The authority to which appeals under this section shall lie shall be the 
Local Government; 

Provided that the Local Government may, by notification in the local 
official Gazette, direct that appeals shall lie to such Revenue-authority as may 
be specified in the notification. 

40. Where it is a condition of the r^stration of a society that it ^uld 
consist of at least ten members, the Registrar may, 
^ order in writing, cancel the registration of the 
society if at any time it is proved to his satisfaction 
that the number of the members has been reduced to less than ten. 


Efiect ol cancellation 41. Where the registration of a society is cancelled, 
of registration. society shall cease to exist as a corporate body— 

(а) in the case of cancellation in accordance with the provisions of 

section 39, from the date the order of cancellation takes efiect t 

(б) in the case of cancellation in accordance with the pnovisions of 

section 40, from the date of the order. 

4a. (i) Where the registration of a society is cancelled under section 39 
or section 40, the Registrar may appoint a competent 
Winding up. person to be liquidator of the society. 

(a) A liquidator appointed under sub-section (i) shall have power— 

(if) to institute and defend suits and other legal proceedings on behalf 
of the society by his name of office; 
iP) to determine the contribution to be made by the members and past 
members of the society respectively to the assets of the society | 
(e) to investigate all claims against the society and, subject to the 
jKovisions of this Act, to decide questions of pdority aciBmg 
between claimants; 

(d) to determine by what persms and in what proportions the costs of 
the hquidation are to be borne; smd 
(s) to give snch directions in regard to the collection Had distribution 
the assets of the society, as mayaiq)ear tohfan to be necessaiy 
for winffibag up the affsits of the sock^. 

SdbjaGt 16 WC 9 nisi, a iiqaidator s^ppoteMltBdtf thtsaactte ibalL. 
UtMilhr ai wch p owe n an asoeiaaty lor canyis« out the pupdlM 


wshliBQi, have powet to 


CO f orce fha attcodanoe of' enttMMSS 'Migr 
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to coBipd ibK fndoction of dacameiito by the same meansaad ^ far as may 
lx) ia the same manner as is provided hi the ease of a Civil Cmnrt nnder the 
Onfe of Ch€ Procedure. zgo8. *' 

(4) Where an appeal from any order made by a liquidator under 
eectkni is provided for by the rules, it shall lie to the Court of the Distriet 
Judge. 

(5) Orders made under this section shall, on apj^cation, be enforced as 
fcdlows:— 

(e) When made by a liquidator, by any Civil Court having load 
jurisdiction in the same manner as a decree of such Court. 

(6) When made by the Court of the District Judge on appeal, in the 
same manner as a decree of such Couit made in any suit pending 
therein. 

(6) Save in so far as is hereinbefore expressly provided, no CivO Court 
4t >,aH have any jurisdiction in respect of any matter connected with the 
dissolution of a registered society under this Act. 


Rules. 

43. (i) The Local Government may, for the whole or any part of the 
Province and for any registered society or class of such 
Rules. societies, make rules to carry out the purposes of 


XllV ililHs 

(a) In particular and without prejudice to the generality of the foregomg 

power, suchjmles may— •. u ■ 

(а) subject to the jwovisions of section 5, prescribe the m a ximu m 

number of shares or portion of the capital of a society which 
may be held by a member ; 

(б) prescribe the forms to be used and the conditions to be ^idied 

with in the maUng of apjJications for the registratirai of a 
society and the procedure in the matter of such applicatkms { 
prescribe the matters in respect of which a society may or shall 
by-laws and for the piocedure to be followed in makmg. 
altering, and abrogating by-laws, and the conditions to be satisfiad 
prior to aich making, alteration, or abrogation; 

U) mescribe the conditions to be complied with IqT persons apf^yhig 
lac admission or admitted as nimbers, mid provide for the olec» 
tion and admission of members, and the payment to ha msAi 

»nd the interests to be acquired before the exardse of the HlJrt 

ai jwondxrsh^ i . ^ 

^ regulate tt* maimer ia wfaidi funds may be raised by maaai'tll 
sharea or didMatnres or otherwise { . 

M uroi^ far gmnnd meetiBgi of the mambem and fc*.=tiha,fi!aii« 

' aj-ti H* . 'lan ur s t».ba' 
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(j) provide for the appointment, suspension, and 

members of the committee and other ofBcers, and |ot tiiA 
[Mtxxdure at meetings of the conunittee, and for the poweni te 
be exercised and the duties to be performed by the connaittee 
and othOT officers; 

[h) prescribe the accounts and books to be kept by a society and {»ovide 
for the audit of such accounts and the charges, if any, to be made 
for such audit, and for the periodical publication of a balance 
sheet showing the assets and liabilities of a society ; 

(0 prescribe the returns to be submitted by a society to the Registrar 
and provide for the persons by whom and the form in which such 
returns shall be submitted ; 

(j) provide for the persons by whom and the form in which copies of 
entries in books of societies may be certified; 

{k) provide for the formation and maintenance of a register of membm 
and, where the liability of the members is limited by shares, of 
a register of shares; 

(1) provide that any dispute touching the business of a society between 
members or past members of the society or persons claiming 
through a member or past member or between a member or past 
member or persons so claiming and the committee or any officer 
shall be referred to the Registrar for decision or, if he so directs, 
to arbitration, and prescribe the mode of appointing an arbitrator 
or arbitrators and the procedure to be followed in proceedings 
before the Registrar or such arbitrator or arbitrators, and the 
enforcement of the decisions of the Re^trar or the awards of 
arbitrators; 

(«) provide for the withdrawal and expulsion of members and for the 
payments, if any, to be made to members who withdraw or are 
expelled and for the liabilities of past numbers; 

(«) jffovide for the mode in which the value of a deceased member's 
interest sbaH be ascertained, and for the nomination of a person, 
to whom such interest may be paid or transferred; 

(o) prescribe tto payments to be made and the conditior^ to be c<wn* 

{died with by members applying for loans, the period fear which 
inana may be made, and the amount which may be Imrt, to an 
individual member; 

(p) {xovide for the formation and mainterumce of reserve funds, and 

the objects to which such funds may be applied, and'fm the 
investment of any furrds under the crartrtd "of the society: 
prescribe ti» extent to which a society ir»y Itedt the nunibw of r 
its members; 

^ pnsciibe the ermditirms under sdtich profits may he distrffitrtsfi , 
to the Boembeis of a society wdh mtlim i ted | 

mairtwiiim rato at AivMmd iriricffi maV hc BMd hi? S O C iS ti BS . ' 




. '' ' ' THi iO(3*f»a"'ACT.. ^ m 

^ siiA^eet to tlM proviifan» (rfsecUcm 39, deteiwiM iaiiAatMM* w 

ai^pe^ dnll iie from tbe onlen of the S^iiitnur «ad prawriba 
the procedure to be followed in presenting and di^iotaic irf sudi 
appeals; and 

(<) prescribe the procedure to be followed by a liquidator aj^Kiinted 
under section 42, and the cases in which an appeal shall Ito from 
the order of such liquidator. 

(3) The Local Government may delegate, subject to such conditions, 
if any, as it thinks fit, all or any of its powers to make rules under this sectimi 
to any authority specified in the order of delegation. 

(4) The power to make rules conferred by this section is subject to the 
condition of the rules being made after previous publication. 

(5) All rules made under this section shall He published in the local official 
Gazette and on such publication shall have efiect as if enacted in this Act. 


Miscellaneous. 

44. (i) All sums due from a registered society or from an officer or 

member or past member of a registered sodety as 
**to^Govwnnwntf*** Government, including any costs awarded 

to the Government under section 37, may be recovered 
in the same manner as arrears of land-revenue. 

(a) Sums due from a registered society to Government and recoverable 
^in dy»- sub-section (1) may be recovered, firstly, from the property of the 
oociety ; secondly, in the case of a society of which the liability of the membms 
is Innited, from the members subject to the limit of their liability; ai^ third^, 
in the case of other societies, from the members. 

45. Notwithstanding anything contained in this Act, the Local Govwtif 

ment may, by special order in each case and sul^ect 
conditions, if any, as it may mq>oae, mnmpt 
StoregtoSiOT. any society from any of the requirements of th» Act 

as to registration. 

46. The Local Govermneut may, by general or special <»der, exempt aigr 

registered society from any of the proviaioos of tok 
Foaw to. aumpt 41,^ that such provisions riall 

m the Aet. to such society with such m o dific at ions as may hi 
specified in the order. 

47. (il No person other than a titered society shall trade or cstflf 

On badness under any name or tkletri which toe wont' 
.. ootmerative ” is part witoont the saaetom Of toh 

ahs wssd"eo-apefatrve." 

Local Governmnit: 

Provided that natowg in tWs section shall apply to ***f*[ii 
'iigijMA 1^ wicoinor is tetfiwrtt c4 s&y oc titic widK- 
i(t^llded<ir, <iarii ed ^on Iniifff—* et date. 00 addch tWe .Act, 
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(9> Whoever coatravenes the proviskms ol this sectkm shaft he p^oilbllUe 
^ fine ehich may extend to fifty rupees and in the case <rf a 

with further fine of five rupees for each day on which the ofiencc » 
continued after conviction therefor. 

48. The ptovfeitms of the Indian Companies, Act, 
1882, shall not apply to registered societies. 

49. Every society now existing which has been registered under the 
Co-operative Credit Societies Act, I 904 > shall be 
Saving t* existing deemed to be registered under this Act, and its by- 
Bocieties. ^ inconsisteat 

with the express provisions of this Act, continue in force urdil altered or 


rescinded. 

Repeal. 


50. * The Co-operative Credit Societies Act, 1904, 
is hereby repealed. 



APPENDIX III. 

EXEMPTIONS AND CONCESSIONS. 

Separate Revenue Department, 

Income Tax. 

No. 68x-F., daUd Delhi, the 28th December 1912. 

In exercise of the powers conferred by swtion 28, clause («) of the Co¬ 
operative Societies Act (II of 1912), the Governor-General in Council is pleased 
to remit the income tax payable in respect of the profits of any Co-opexathw 
Credit Society for the time being registered under that Act. or of the dhridei^ 
and other payments received by the members of any such society on account 
of {xrofits. 

2. The Notification of the Finance and Commerce Department No, 63 x 6 * 
S.R., dated the 30th September 1904, is hereby cancelled. 


Separate Revenue, 

Stamps. ^ 

No. 683-F., dated DeUii, the 28th December 1913. 

In exercise of the powers conferred by section 28, clause (6), of the Co¬ 
operative Credit Societies Act, 1912 (II of 19x2). the Governor-General hi 
Council is pleased to remit the stamp duty with which, under any law lot tlw 
♦im». being in force, instruments executed by or on behalf of any Co-<q>erath» 
OedUt Socwty Ux the tinse being registered under that Act, or instruments 
executed by any «rf8cer or member of any such Society, and relating to the 
bosmess of the society, are respectively dta^eable. 

2. The Notification of the Finance and Commerce Department lie. 6 mo* 
S.R„ dated the 30th September 1904, is hereby cancelled. 


NOnFlCATlON. 

No. 3u6, Som0 Dep e »l m eKt {JetMeietl, dated Send*, tie 34ft 
-In.^rttF^neanon of the Departtnent MetfficaldOA. IKm, 
^ ion June ^o. nad in mtnreise of ^ poweta eoifrtsrted igt j 
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davie of the CoHiperative Societies Act, 191SI (II of the 
General in Council is {deased to remit the following fees payable tinder the 
law of registration to the time being inforce, namely 

(a) All fees payable by or on behalf of any CoKiperative Society to the 
time being registered under that Act', and 
(^ All foes payable in respect of any instrument executed by any officer 
or member of such a society and relating to the business thereof. 


NOTIFICATION. 

No, 363, dated Nagpur, the I3rt August 1912. 

In exercise of the powers conferred by section 46 of the Co-operative 
Societies Act II of 1912, the Chief Commissioner is pleased to exempt the 
Central Provinces and Berar Provincial Co-operative Bank, Limited, from the 
following provisions of the said Act, namely 
Section 5, clause {b). 

.. 14 ( 1 ). 

.. 23 - 

.. 24. 

.. 33 - 


CONCESSION FOR THE ISSUE OF REMITTANCE TRANSFER 
RECEIPTS AT PAR. 

Artide X43B (9) of the Civil Account Code ;— 

“ Co-operative Societies {credit and non-credit ).—For renuttances between 
societies provided that the amount to be remitted is not less than Rs. 150.” 


Issue of Cash Orders on Sub-Treasuries. 

Note to Article 390 of the Civil Account Code:— 

" Mcfe.—Remittance transfer receipts are not payable at suBtreamiries 
save as expressly provided in Appendix D. But if the money payable on a 
remittaaoe transfer receipt is required at a sub-treasury there is no ob}ectka 
to the fesne of a cadi to the payee for presentation at the sab-treasury. 
Insndicaae the payee should receipt the remittanoe tranrfer receqAas 

'Received paymurt by a cash order on-Sid> 4 iensiHy,' and 

the TreasaryOfficer at the district treasury should finally'deal with the 
lenlttaaioe transfer rece ip t. » n d should take the same precautions regudfeig 
^ddhmy of the cadi order u are prescribed in the case of pa^fumd kt 
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JIfflfa.— 4 a caaet of al%lit derictl imgolacities tla Cenbml Banks may 
oncaah Ramittaace Tnaaks Receipts under Articie 391 of tbe GvU Account 
Code, runs at foOows:— 

“ Tbe points in order are. that the biU has been advised ; that it corse* 
spends in all particulars with the advice ; that it bears the genuine signature 
cd the drawer; that it bears the signature purporting to be that of the Treasurer 
unless issued by a Presidency Bank or one of its branches; that it has not been 
tampered with; and, of course, that it is not a cancelled or a lapsed bill or one 
of whkh a duplicate has been paid. Yet a bill may be paid— 

Without advice, if there is no reason whatsoever to doubt its genuineness, 
and if sufiQcient security is ofiered. In the case of well known and reliable 
holders, this security may be dispensed with. The Treasury Officer should in 
all such cases apply for the necessary advice without delay. 

Even though differing from the advice, at the discretion and risk of the drawee, 
provided there is no suspicion of fraudulent alteration, nor any poswble doubt 
of the genuineness of the bill. But great caution should be exercised before 
paying on a bill an amount larger than that named in the advice. 

NoU.—li the Remittance Transfer Receipt bears no signature purporting 
to be that of the Accountant the fact diould be immediately brought to 
notice of the Treasury Officer who issued the bill, in order that he may ascertain 
whether the amount was correctly brought to book.” 


INVESTMENTS AND DEPOSITS BY GOVERNMENT SERVANTS IN 
CO-OPERATIVE BANKS. 

The Local Administration has permitted Government servants of every 
,.1... to make investments or place deposits <n the Provincial Co-operativa 
T Jubbulpore, and in all Co-operative Centra! Banks situated i* 

the Central Provinces and Berar. 
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The following rules have been framed by the Central Froth 
inces Administration under Section 43 of the Co-operative 
Societies Act II of 1912. They have been made applicable to 
ihe Central Province by Notification No. 355 of the 2 ^h of Sept¬ 
ember, 1916, and to Berar by Notification No. 356 of the same 
date. 

Rules. 

1. In these rules— 

The “ Act ” means the Co-operative Societies Act, 1912 
{II of 1912), and " Rules ” mean Rules made under the Act 
and for the time being in force. 

2. Subject to the provisions of Section 5 of the Act, 
where the liability of a member is limited by shares, no member 
other than a registered society shall hold more than one-fifth of 
the share capital of the society. 

3. Every application for the registration of a society 
shall state— 

(1) the name and address of the society proposed for 

registration; 

(2) whether it is intended to be limited or unlimited ; 

(3) the area of operations ; 

(4) the objects of the society ; 

(5) the amount of initial capital it is proposed to raise ; 

(6) the manner in which the capital is to be raised, 

by the issue of ^res, 
by receiving deposits, 
by bmrowing, 
by donations, 

and the amount (A capital already subscribed or 
prmnised; 

(7) the <pialifications for membership of the sodety; 
the names and residences of the iq^lkants ; and 

• ( ) - 
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(9) wheiHber etudi applicant is an agricultniist or non* 
agriculturist. 

4 . Every such aiq>lication shall be attested by the signa¬ 
ture (or the thumb impression) of each aiqdkant, and shall 
be forwarded to tl^ Regbtrar through the Deputy Commis- 
Monmr of the District in which the place of business of the 
society is situated. 

5. In forwarding the application the Deputy Commis¬ 
sioner shall recommend (a) registration, or (i) refusal of regis* 
tration. If the recommendation be that registration should, 
be refused, the Deputy Commissioner shall state the reasons 
for it clearly. 

6. The Registrar shall consider the application and may,, 
if necessarj', order further enquiry or refuse registration. Should 
he decide to allow registration he shall roister the society in 
register to be kept for that purpose. 

7. Every such entry shall be attested by the seal and 
signature of the Registrar, and shall be open to inspection 
by the public without fee. 

8. The Registrar shall communicate to the society his 
decision to allow or refuse registration by an order under his 
own signature. He shall also forward to the society a certified 
copy of the by-laws, as finally approved by him, as soon as 
they have been finally passed. 

9. If the Registrar refuses to register a society, an afpeat 
<»h«H he to the Financial Commissioner, within two months 
from the communication of such refusal to the appliauits, 
who may direct the Registrar to register the socfety. 

10. No society with unlimited liability ffiraU be r^tirtend 
it agrees to purchase at least one share in the Central 

Bank to which it proposes to become affihated. 

XX. Every application for r^istration shall be aceoMi* 
pajued ^ t^-laws dealing wteh the following mattacs w 
(i) the diectkm and admiBBion of members and tlw 
, mfent to be made or inteKHrtate be a^tpiredlMiffoifr 
exmcismg rights of rnerabersUp; 
ties .withi&awal^ aad mqpolsKm. .of mfpdMfS 
, „ payments to be made to nMn^<to^- l>llBifcli 
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or are expelled and for the liabilities of past 
members; 

(3) the mode in which the value of a deceased member’s 
interest shall be ascertained; 

{4) the liability of the members of the society ; ‘ 

(5) the conditions on which loans to members may be 

granted, the period for which loans may be made, 
and the amount which may be lent to an individual 
member; 

(6) the formation of a reserve fimd, and in the case 

of societies with limited liability the proportion 
to the total liabilities to which it should attain 
and the rate to which interest on loans to members 
should be reduced before profits may be distri¬ 
buted to the members ; 

(7) the manner in which the capital of the society 

may be raised ; 

(8) the procedure at general meetings of members, 

the powers to be exercised by such meetings, and 
the intervals at which they must be held ; 

(9) the appointment of a committee and other officers 

of the society, the procedure at meetings of the 
committee, the powers and duties of the committee 
and other officers and the suspension and removal 
of officers of the society ; and 

(10) the rate of interest on deposits, the objects to which 

reserve funds may be applied and the investment or 
utilization of such funds or of any other funds 
under the control of the society. 

12. All by-laws must be passed at a general meeting 
by a majority of not less than two-thirds of the votes of members 
present. 

13. No by-laws shall be made, altered, or abrogated 
without the sanction of the Registrar. 

14. (i) Every applicant for admission as a member must 
agree to pay such admission fee as may be prescribed in the 
by-laws. In the case of borrowing societies with unlimited 
liabStty no member shall be granted a loan unless he agrees 
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to purchase at least one share of Rs. 5 in the Central Banir 
•to which his society is affiliated; and hk debt to he society 
shall not be allowed to exceed a sum greater than ten times 
the value of the share or shares in the Central Bank which 
he has agreed to purchase. The Registrar may apply this 
rule to any society or class of societies with limited liability. 

(2) No person shall be granted a loan from the funds of a 
registered society unless he produces from amongst his fellow 
members two sureties who shall in the first instance be personally 
responsible for his borrowings up to the amount of the credit 
dt^ sanctioned by the society in his favour. 

(3) No person shall be admitted to membership of a 
registered society who does not sjitisfy the requirements of the 
Act or who is legally or mentally disabled or who is a bankrupt or 
against whom a conviction stands of a cognizable and non- 
bailable offence or, in the case of a society with unlimited 
liability, who is already a member of another society of unlimited 
liability. 

(4) Any member who may at any time be found to be 
disqualified for any of the reasons mentioned in clause (3) 
above shall be removed from the society. 

(5) In case of doubt, the decision of the Registrar as to 
whether a person is, or is not, eligible for membership of a 
registered society, or is, or is not, liable to removal from member¬ 
ship of a registered society shall be final. 

15. (i) Subject to such limit as the Registrar nmy im¬ 
pose from time to time on its maximum borrowing powers 
and the maximum rates of interest to be paid on its borrowings, 
a registered society may borrow funds to be used in its business 
from members and non-members. 

{2) Subject to the limit imposed by the Registrar a regist¬ 
ered society shall determine annually at a general meeting 
the maximum limit of indebtedness in respect of existing 
and n ;W borrowings which may be incurred in the coming year 
such limit may be modified at a subsequent general meeting. 

16. The issue of bonds or debentures by a r^;istaed 
society shall be subject to such conditions as the Re^stnur 
may prescribe. 
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17. With the previous sanction of the Registrar, any 
society may invest its funds or a portion thereof in the purchase 
■or leasing of land or in the construction of buildings or in such 
other /naimer as may be necessary for the conduct of its 
business and the welfare of the co-operative movement. 

18. If a registered society requires financial assistance 
from Government, it shall forward an application through 
the Deputy Commissioner to the Registrar setting forth in 
full the reasons which lead the society to ask for such assistance. 

19. Notwithstanding anything contained in these rules 
or in the by-laws of a registered society as to the mode of sijm- 
moning a general meeting and the object, time, and place of 
such meeting, the Registrar or any person authorized by the 
Registrar may summon at any time a special general meeting 
of the society in such manner and at such time and place as 
he may direct and may specify what matters shall be 
discussed by the meeting. Such meeting shall have all the powers 
of, and be subject to the same rules as, a general meeting 
called according to these rules or the by-laws of the society. 

20. Every society shall maintain such accounts and regis¬ 
ters as the Registrar may from time to time prescribe, and shall 
publish a balance sheet annually in such manner as the Regis¬ 
trar may, by general or special order, prescribe. 

21. Every registered society shall be liable to pay such 
audit fees as the Registrar may prescribe. 

22. Every society shall from time to time famish the 
Registrar with such information and with such returns as may 
be called for by him. 

23. Copies of such entries in the books of societies as may 
be required for the purposes of Section 26 of the Act shall be 
made by the Secretary of the Society and shall be certified 
by him and by another officer of the society or member of the 
committee to be trae copies. 

24. Every society shall maintain a register of members, 
and where there is share capital a register of shares. 

85. Any dispute touching the business of a Co-operative 
Society between members or past members of the society or 
persons claiming through a member or past member, or between 
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a member or past member or persons so claiinimg and the 
coimaiittee or any officer, shall be referred to the R^istrar. 

26. The Registrar, on receiving notice of such dispute, 
shall, at his discretion, either decide the dispute him^f or 
<shall appoint an arbitrator or shall refer it to three arbitrators, 
of whom one shall be nominated by each of the parties to the 
dispute and the third shall be nominated by the Registrar 
and act as chairman. If any party to a dispute fails to nomi¬ 
nate an arbitrator within 15 days, the Registrar may himself 
make the nomination. 

27. The Registrar or the arbitrator or arbitrators shall 
have power to administer oaths, to require the attendance 
of all parties concerned and witnesses, and to require the pro¬ 
duction of all books and documents relating to the matter of 
the dispute, by a summons sent by registered post to the 
party's last known address. 

28. The arbitrator appointed by the Registrar, or the 
arbitrators to whom the Registrar has referred a dispute, 
shall record a brief note in English or the vernacular of the 
evidence of the parties and witnesses who attend and. upon 
the evidence so recorded and after consideration of any docu¬ 
mentary evidence produced by either side, a decision or award, 
as the case may be, shall be given in accordance with justice, 
equity, and good conscience and shall be reduced to writing. 
In the absence of any party duly summoned to attend, the 
dispute may be decided against him in default In cases where 
three arbitrators are appointed, the opinion of the majority 
^11 prevail. 

29. Any person duly summoned by the Registrar or 
arbitrator or arbitrators to appear before him or them, or to 
moduce any document, and fading to do so shall be liable to 
the penalties prescribed in Rule 7 (2) of the Second Schedule 
of ihe Code of Civil Procedure. 1908 (V of 1908). 

30. Any party aggrieved by an award of an arbitrator 
or arbitrators may appeal to the Registrar within one month 
of the date of the award. 

31. An award of the arbitratOTs, if not appealed ag^mst 
withfai one numth, and any deefaion or order of the 'R^^atrax 
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shall, as between the parties to the dispute, not be liable to be 
called in question in any Civil or Revenue Court and shall be 
in all respects final and conclusive. 

32. Decisions and awards mentioned in Rule 31 shall, 
on application to any Civil Court having local jurisdiction, 
be enforced in the same manner as a decree of such Court. 

33. In proceedings held under Rules 25 to 30 no party 
shall be represented by any legal practitioner, except with the 
permission of the Registrar or arbitrator or arbitrators. 

34. (i) Any member of a registered society may, in writing 
or by a declaration duly made, nominate any person or persons 
to whom his share or interest, or the value of such share or 
interest and all other monies specified in Section 22 of the Act 
that may be due to him, may on the death of such member be 
paid or transferred under the provisions of the said section, 
and may in similar manner from time to time revoke or vary 
such nomination ; 

Provided that the value of the member’s share or interest 
shall be represented by the sum actually paid by the member 
to acquire such share or interest, unless the by-laws provide 
for calculation thereof otherwise. 

(2) Every registered society shall keep a register of all 
persons so nominated. 

35. Every registered society shall form and maintain a 
reserve fund to which at least one-fourth of the net profits 
must be carried. 

36. The reserve fund of a registered society shall be 
indivisible and no member shall be entitled to claim any 
specified share in it. 

37. On the dissolution of a registered society, the reserve 
fund shall be applied— 

(♦) to discharging such liabilities of the society as may 
remain undischarged after the enforcement in’ full 
of the liability of the individual members of the 
society; 

(n) to the repayment of share capital paid up, if any; 

($ii) to the payment of dividend upon such share capital 
at a rate not exceecfing 10 per coit. per annimik 
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few any period or periods for which no dividend 
has been'paid. 

38. Any balance of the reserve fund which may remain 
after making the payments specified in Rule 37 shall be applied 
to such local object or objects of pubUc utility as may be selected 
by a majewrity of the votes of the members of the society (as 
they existed on the date of dissolution) assembled in a special 
meeting, and approved of by the Registrar. If within three 
months of the dissolution of the society the members fail to 
make a selection which is approved of by the Registrar, the 
latter shall credit the above mentioned balance of the reserve 
fund to the reserve fund of the Co-operative Society, if any, 
to which the society was affiliated, or, if the society was not 
affiliated to any other society, shall place the said balance 
on deposit in some co-operative or other bank until a new 
Co-operative Society with a similar area of operations is 
registered, in which event it shall be credited to the reserve fund 
of such society. 

39. In no registered society shall the rate of dividend 
paid on shares exceed 12 per cent, per annum without the 
sanction of the Registrar. 

40. Except for the appeal allowed under Section 39 
of the Act and under Rule 9 of these rules, no appeal shall lie 
against any order of the Registrar passed in any matter dealt 
with in the Act or in the rules framed under the Act. 

41. The following procedure shall be adopted by a liqui¬ 
dator appointed under Section 42 of the Act:— 

(a) The liquidator shall take into his custody or under 
his control all the books, registers, and accounts 
belonging to the society and all the property, 
effects and actionable claims to which the society 
is entitled. 

; (b) The liquidator sliall ascertain what the dues and 
other assets of the society and its debts and 
liabilities are, and shat! investigate all claims 
against the society. The liquidator may publish 
in such manner as he thinks proper a notice 
requiring all claims against the dissolved society to 

34 


cs 
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be submitted to him within two months from the 
date of publication thereof. 

{c) The liquidator shall decide questions of priority 
arising between claimants and shall draw up a 
scheme for the payment of their dues. 

(<i) The liquidator shall recover all sums and 
other properties to which the society is entitled 
and may institute such suits for that purpose or 
such suits incidental to the liquidation proceedings 
as he may think proper. 

(c) The liquidator may empower any person to make 
collections and to grant valid receipts on his 
behalf. - 

(/) If the assets of the society {including the amounts 
recovered by the liquidator) are not sufficient to 
cover the costs of liquidation and to pay off the 
liabilities of the society, the liquidator shall— 

(i) determine the contribution to be made by the 

members and past members, respectively, to 
the assets of the society, and 

(ii) determine by what persons and in what pro¬ 

portion the costs of liquidation are to be 
borne. 

(g) The liquidator may apply to the Civil Court, having 
local jurisdiction, for the enforcement of his 
orders in respect of the payment of contribution 
and the costs of liquidation. Every such appli¬ 
cation shall be made in the same manner and (so 
far as may be) shall contain such particulars as is 
provided in the case of applications for the 
execution of decrees under the Code of Civil 
Procedure. 1908. 

(A) The liquidator may from time to time revise his 
orders determining the amounts of contribution 
and the costs of liquidation, and may apply to 
the Civil Court for the enforcement of such revised 
orders or for the modification of any application 
already made. 
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(*) The liquidator may send to the Deputy Commissioner 
for service or execution all processes for the 
enforcement of the attendance of witnesses and 
of the production of documents, including all 
orders for the attachment of property and orders 
for the levy of fine made by the liquidator in 
exercise of the powers vested in him by Section 42, 
Sub-section (3) of the Act ; 

Provided that all costs for serving or executing such 
processes shall be payable in Court-fees in accordance with the 
scale fixed for, and in the same manner as is provided in the 
case of process issued by Revenue Courts, under the Court-fees 
Act, 1870. 

{j) The liquidator shall keep such books and accounts 
as may from time to time be prescribed by the 
Registrar, who may at any time cause such books 
and accounts to be audited. 

{k) The liquidator shall deposit the funds and other assets 
of the dissolved society which are collected by 
him or which may come into his possession as 
liquidator, in such manner and in such place as 
may from time to time be determined by the 
Registrar. 

(/) The liquidator shall every three montlis submit to 
the Registrar a report stating the progress made 
in winding up the affairs of the society, and shall 
on completion of the liquidation proceedings 
submit a final report and make over to the Regis¬ 
trar all books, registers, and accounts belonging 
to the society and all books and accounts relating 
to such proceedings kept by him. 

(w) The liquidator shall also submit such information 
• and particulars with regard to the liquidation 

proceedings as may from time to time be required 
by the Registrar. 

42. No appeal shall lie from any order of the liquidator. 
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